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PARK CITIES MEDICAL PLAZA
Dallas, Texas

2005 HIGHLIGHTS

o Our total assets increased to $3.8 billion in 2005,
from $3.4 billion in 2004, making our Company
the third largest health care REIT in America,

with assets in 33 states.

© Funds from operations (FFO*) increased 29.2%
to $234.2 million or $0.94 per share, and net income

increased 15.0% to $135.6 million at year-end.

o We invested $435.4 million in the acquisition
of 40 properties, the funding of our development

projects and ongoing capital improvements.

o As of December 31, 2005, our portfolio (excluding
properties held for sale) included 184 seniors’
housing properties, with a combined 21,857 units,

and 73 medical facilities totaling 3.6 million square

feet of space.

© We increased the borrowing capacity of our
$85 million credit agreement to $320 million,
subject to certain limitations based on

pledged collateral.

o The board of directors announced the
appointment of Stuart J. Beebe as chief executive

officer and president.

o Distributions declared to shareholders totaled

$176.0 million or $0.7104 per share for the year.

* FFO is a common non-GAAP (generally accepted accounting principles) financial performance measure in the REIT industry that generally represents
net income before gains from the sale of real estate assets, plus depreciation and amortization of real estate. For a discussion of FFO and a reconciliation
of net income to FFO, please refer to item 6 in the Form 10-K in the back of this report.




TAMPA MEDICAL TOWER

Tampa, Florida




The third largest
health care REIT

in America.

COMPANY PROFILE

With more than $3.8 billion in total assets,

CNL Retirement Properties, Inc. (the “Company”)
has grown to become the third largest health care

real estate investment trust (REIT) in the United
States. As of year-end, the Company had over

250 properties in 33 states, with nearly halflocated in
the top 30 metropolitan statistical areas. We continue
to respond to the nation’s increasing demands for
health care and retirement options by acquiring
quality independent and assisted living communities

and medical facilities.

ABOUT REITS

A real estate investment trust, or REIT, is a corporation
that combines the capital of many shareholders to
acquire or provide financing for all forms of
income-producing real estate. A REIT givesan
investor a practical and effective means to include
professionally managed real estate in a diversified

investment portfolio.

A corporation that qualifies as a REIT is required
to pay at least 90 percent of its taxable income to
shareholders every year, and in return, generally
does not pay corporate income tax - one of the
most attractive aspects of a REIT. This means that
nearly all of a REIT’s income can be distributed to
shareholders, and there is no double taxation of the

income to shareholders.




SUNRISE OF BEVERLY HILLS

Beverly Hills, California




TO OUR SHAREHOLDERS

Americans are entering their “Golden Years” in record
numbers. CNL Retirement Properties anticipated this
trend, positioning our Company to meet the needs

of the growing senior population. We purchased quality
seniors’ housing properties and medical facilities in
demographically desirable locations, and were able to
acquire properties at favorable prices in an out-of-favor
market. We are proud to report that our 2005 results are
the picture of health.

Specifically, in 2005:

w Total revenue increased 46.2% to $384.1 million
at year-end, and net income grew to $135.6 million at
year-end, representing an increase of 15.0%. Funds
from operations increased 29.2% to $234.2 million or
$0.94 per diluted share at year-end.

» Distributions paid to shareholders in 2005
represented an annual rate of $0.7104 per share,
totaling $176.0 million. Further, in December 2005,
we paid our 23rd consecutive quarterly distribution

since inception.

® Total assets increased to $3.8 billion at the end of 2005
from $3.4 billion at the end of 2004.*

® During 2005, we received $160.0 million in net
stock offering proceeds, and placed or assumed
approximately $348.6 million in permanent debt
that we used to invest in 40 properties.

* Qur stock issuance costs consist of selling commissions, marketing
support fees, due diligence expense reimbursements and offering
expenses. The ratio of stock issuance costs to subscriptions received was
1:12. Operating expenses, including property expenses, general and
administrative expenses and asset management fees represented 2.0
percent of our average invested assets.
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OUR OPPORTUNITY

Over the next 25 years, the number of seniors over

65 is expected to nearly double, growing from

363 million to 703 million.! CNL Retirement Properties

is well-positioned to capitalize on this unprecedented
demographic revolution that is changing not only the way
Americans think about their health and retirement during
the latter part of their lives, but also changing trends in
outpatient health care. The following demographics and
statistics are compelling:

Over the next 25 years, the number of seniors over 75
will grow by more than 81.6%.

From 1995 to 2000, the demand for outpatient surgery
grew by nearly 28.6%.""

Health care expenditures are the largest sector of the
Gross Domestic Product (GDP) at 16.2%, and are
forecasted to grow to 20% by 2015."""

Over the past five years, CNL Retirement Properties
has acquired more than $3.5 billion in assets
(see chart below).

HEALTH CARE EXPENDITURES AS A
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OUR PHILOSOPHY

We seek to understand what happens inside our
properties — more than mere owners of real estate,
we are engaged in our industry, engaged in our assets,

and engaged in our operators’ businesses.

INDUSTRY. We are at the forefront in meeting
the demands of the increasing senior population by:

® Partnering with innovative operators like
Sunrise Senior Living, Inc., Erickson Retirement
Communities and American Retirement Corp.
on independent and assisted living properties;

® Partnering with industry leaders such as The DASCO
Companies, LLC ("DASCO”) and The Cirrus Group,
LLC (“Cirrus”) as they help change the pattern of
health care real estate delivery with more efficient,
cost-effective options.

ASSETS. We add value to the operations at our
properties by:

® Using our size to find financing efficiencies
and opportunities;

® Reinvesting to sustain competitiveness.

OPERATORS’ BUSINESSES. To optimize financial
performance, we strive to understand our operators’

core businesses by:
® Tailoring capital solutions for their operations;

® Offering best practices and strategies to help them
grow their businesses.

OUR STRATEGY

Our investment strategy is simple: purchase attractive
properties in growing markets at the right time. We had
access to capital at a time when the sector was out of
favor, which enabled us to purchase a significant number
of our properties at the right time. During that time,

we grew from our original investment in 2000 to more
than $3.8 billion in assets today, making our Company
the third largest REIT in the sector. As the newest

of the five largest health care REITs, our portfolio is
possibly the highest quality of any of our competitors.

Our portfolio includes:

m Newer, upscale private-pay properties that are less
dependent on third-party reimbursement such
as Medicaid;

® Major metropolitan locations across 33 states where
the growing population drives the need for health

care-oriented businesses.

OUR EXPERIENCE

The CNL Retirement Corp. team understands not
only the fundamentals of real estate, but also the
health care industry. As our Company’s advisor,
CNL Retirement Corp. has:

® Built an infrastructure that has acquired 259 properties
into the portfolio in four years;

® Hired associates committed to enhancing
shareholder value;

u Delivered five years of consecutive growth in total
assets, with $3.5 billion in the last three years;

® Complied with public company requirements,
including Sarbanes-Oxley.

OUR LEADERSHIP -

In September 2005, we executed a plan to transition
the responsibilities of chief executive officer

Thomas J. Hutchison I1I to Stuart J. Beebe. Under
Mr. Hutchison’s direction, our Company grew from
a small start-up REIT to one of the largest and most
respected health care REITs in the industry, with
more than $3 billion in assets. We are very grateful
for Mr. Hutchison’s leadership and guidance in the
development of CNL Retirement Properties, Inc.

and wish him well as he continues to serve as the
CEO of another CNL company. Prior to succeeding
Mr. Hutchison, Stuart J. Beebe served as our executive
vice president of acquisitions and finance, overseeing
all new business development, investment activities
and financing projects.
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We added

40 properties
to our portfolio in 2005.

2005 RECAP

In 2005, we added 40 properties to our portfolio.

As of year-end, the portfolio consisted of more than

250 properties located in 33 states. Notable achievements
from the past year include:

® Entering into a sale/leaseback transaction with Encore
Senior Living. With this transaction, we made our first
entry into the Oregon market and acquired 17 seniors’
housing facilities from Encore for $139 million.
The acquisition features approximately 1,400 units
located in five states;

® Entering into an agreement with Cirrus to acquire,
manage and develop new and existing medical facilities,
including specialty hospitals;

® Entering into an additional agreement with Cirrus to
joint venture the development of new medical facilities.
We expect to develop these facilities over the five-year
term of the agreement or until $1.0 billion is invested.
We also agreed to provide an affiliate of the Cirrus
organization with an interest-only $85 million, five-year
senior secured term loan to finance the acquisition,
syndication and operations of new and existing
surgical partnerships;

® Purchasing a medical development property from
Healthsouth located in Petersburg, Virginia. This
property is expected to be completed in August 2006
and will include approximately 39,000 square feet of
space. This is our first transaction with Healthsouth;

® Amending and restating an $85 million revolving line of
credit agreement and increasing our borrowing capacity
to $320 million. The amount available for use under
the amended facility is subject to certain limitations
based on pledged collateral. The amended credit
facility permits us to expand our borrowing capacity to
a total of $400 million and has an initial maturity date
of August 23, 2007. At closing, pricing was reduced
from LIBOR plus 300 basis points to LIBOR plus
150 basis points;

® Appointing Stuart J. Beebe as president and chief
executive officer of our Company. Mr. Beebe, who
previously served as both the chief financial officer and
the executive vice president of acquisitions and finance,
replaced Thomas J. Hutchison II1.
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Vero Beach, Florida




2006 OUTLOOK

We have been deliberate in developing our understanding
of the nation’s changing demographic trends and how
these trends translate - now and in years to come - into
increasing demands for health care and retirement
options. The result of this diligence has positioned CNL
Retirement Properties as the picture of health within the
health care real estate industry. Our scale, the quality of
our portfolio, the experience of our advisor’s management
team and our financial strength will enable us to harness

W@ a B’J @ @ p ECC i m i S =EC i @ and compound the opportunities that lie ahead - creating

further value for our shareholders.

a E@ @ M t t h @ f[u] it M Dg @ Thank you for the opportunity to be the stewards of

your investment.

of our Company.

Sincerely yours,

mwv e\

James M. Seneff, Jr.
Chairman of the Board

it

Stuart J. Beebe
Chief Executive Officer'& President
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GEOGRAPHIC DIVERSIFICATION OF OUR PORTFOLIO
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268 ACQUIRED PROPERTIES

& 185 Seniors' Housing Facilities
® 80 Medical Facilities
m 3 Properties held for sale

As of March 15, 2006.
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PROPERTY PORTFOLIO

ALABAMA

EdenBrook of Huntsville
Somerby at University Park
Somerby at Jones Farm
The Park at Riverchase

ARIZONA

Encore Senior Village at Peoria

Encore Senior Village at Tucson

Encore Senior Village at
Paradise Valley

McDowell Mountain Medical Plazat

North Alvernon Medical Centert

Osborn Medical Plazat

Osborn Medical Plaza ASCt

St. Joseph’s Medical Plazat

The Heritage Palmeras

ARKANSAS

Pleasant Hills

The Family Clinic at Rodney Parhamt
The Family Clinic at

South University Drivet

CALIFORNIA
Brighton Gardens of Camarillo
Brighton Gardens of Carlsbad
Brighton Gardens of San Dimas
Brighton Gardens of Carmel Valley
Brighton Gardens of Northridge
Brighton Gardens of Rancho Mirage
Brighton Gardens of

San Juan Capistrano
Brighton Gardens of Santa Rosa
Brighton Gardens of Yorba Linda
Brentwood Medical Centert
Canyon Hills Club
Carrington Pointe
Cherry Hills Club
Encino Medical Plazat
Encore Senior Village at Riverside
Sherman Oaks Medical Centert
Sierra Vista
Sunrise at Laguna Creek
Sunrise of Beverly Hills
Sunrise of Hemet
Sunrise of Palm Springs
Valley Crest Residential Care
Valencia Medical Centert

COLORADO

Aurora Medical Center [

Aurora Medical Center i1t

Brighton Gardens of Colorado Springs
Brighton Gardens of Denver

Brighton Gardens of Lakewood
Heritage Club at Greenwood Village
Parker Adventist Professional Building®
Rocky Mountain Cancer Centert
St.Anthony'st*

T Medical facilities
™t Held for sale
* Under development

Huntsville
Birmingham
Huntsville
Hoover

Peoria

" Tucson

. Phoenix

Scottsdale
Tucson
Phoenix
Phoenix
Tucson
Sun City

Little Rock
Little Rock

. Little Rock

Camarillo
Carlsbad

San Dimas
San Diego
Northridge
Rancho Mirage
San juan
Capistrano
Santa Rosa
Yorba Linda
Brentwood
Anaheim Hills
Fresno

Sun City
Encino

. Riverside
. Sherman Qaks

Victorville
Laguna Creek
Beverly Hills

~ Hemet

Palm Springs
Apple Valley
Valencia

- Aurora

Aurora

Colorado Springs
Denver

Lakewood
Greenwood Village
Parker

Denver
Westminster

CONNECTICUT
Brighton Gardens of Stamford
Brighton Gardens of Woodbridge

FLORIDA
Balmoral of Palm Harbor
BayCare Health Headquarterst
Brighton Gardens of Tampa
Carpenter’s Creek
Encore Senior Village at Clearwater
Encore Senior Village at Ft. Myers
Encore Senior Village at Greenacres
Encore Senior Village at Naples
Encore Senior Village at Pensacola
Harborchase of Gainesville
Harborchase of Jacksonville
Harborchase of Naples
Harborchase of Tallahassee
Harborchase of Venice
Heron’s Run
Homewood Residence at Boca Raton
Homewood Residence at
Coconut Creek
MedPlex B at Sand Lake Commonst
Newport Place
Qrlando Professional Center It
Orlando Professional Center It
Oviedo Medical Centert
Pinecrest Place
Retirement Community
Prosperity Oaks
Regency Park
Sand Lake Physicians Office Building*
Santa Rosa Medical Office Buildingt
South Seminole Medical Cffice
Building IIt
South Seminole Medical Office
Building it
Tampa Medical Towert
The Diagnostic Clinict
The Painte at Newport Place
Waterside Retirement Estates
Woodmont Retirement Residence

GEORGIA

Brighton Gardens of Buckhead
Brighton Gardens of Dunwoody
Brighton Gardens of Vinings
Dogwood Forest of Dunwoody
EdenBrock cf Alpharetta
EdenBrook of Buckhead
EdenBrock of Dunwoody
EdenGardens of Marietta
EdenGardens of Sandy Springstt
Fannin Medical Office Buildingt
Sunrise at Five Forks

As of March 15, 2006.

Stamford
Woodbridge

Palm Harbor
Clearwater
Tampa
Pensacola
Clearwater

Ft. Myers
Greenacres
Naples
Pensacola
Gainesville
Jacksonville
Naples
Tallahassee
Venice

West Palm Beach
Boca Raton
Coconut Creek

Orlando
Boynton Beach
Orlando
Crlando
Qviedo

Largo

Palm Beach Gardens
Vero Beach

Orlando

Mitton

Longwood

Longwood

Tampa

Largo

Boynton Beach
Sarasota
Tallahassee

Atlanta
Atlanta
Vinings
Dunwoody
Alpharetta
Atlanta
Atlanta
Marietta
Atlanta
McCaysville
Lilburn




PROPERTY PORTFOLIOQ

ILLINOIS
Bickford Cottage of Champaign
Bickford Cottage of Macomb
Bickford House of Bloomington
Bickford House of Peoria
Brighton Gardens of Hoffman Estates
Estates
Brighton Gardens of Orland Park
Brighton Gardens of St. Charles
Brighton Gardens of Wheaton
Elgin Medical Office Building It
Elgin Medical Office Building II*
GreenTree of Mount Vernon
Heartland Regional Medical
Office Buildingt
Holley Court Terrace
Mercy Medical Office Buildingt
Oakbrook Terrace Medical Center i*
Oakbrock Terrace Medical Center Iit
Sedgebrook at Lincolnshire
Sunrise of Wilmette
The Park at Golf Mill
The Park at Olympia Fields
The Park at Vernon Hills

INDIANA

Deaconess Gateway Hospital Medical
Office Building?

GreenTree at Ft. Benjamin Harrison

GreenTree at Post Road

GreenTree at West Lafayette

IOWA
Bickford Cottage of Davenport
Bickford Cottage of Marion

KANSAS
Brighton Gardens of Prairie Village

KENTUCKY

Brighton Gardens of Edgewood
Eagle Creek Medical Plazat
EdenBrook of Louisville
EdenTerrace of Louisville

Saint Joseph East Office Park?

MARYLAND

Brighton Gardens of Columbia

Brighton Gardens of
Friendship Heights

Brighton Gardens of Pikesville

Brighton Gardens of Towson

Brighton Gardens of
Tuckerman Lane

Dorsey Hall Medical Centert

Randolph Medical Centert

St. Joseph Medical Centert”

Sunrise of Annapolis

Sunrise of Pikesville

Sunrise of Frederick

* Medical facilities
tt Held for sale
*  Under development

Champaign
Macomb
Bloomington
Pecria
Hoffman

Orland Park
St. Charles
Wheaton

Elgin

Elgin

Mount Vernon
Marion

Oak Park

Aurora

Qakbrook Terrace
Oakbrook Terrace
Lincolnshire
Wilmette

Niles

Clympia Fields
Vernon Hills

Evansville

Indianapolis
Indianapolis
West Lafayette

Davenport
Marion

Prairie Village

Edgewood
Lexington
Middletown
Middletown
Lexington

Columbia
Chevy Chase

Pikesville
Baltimore
North
Bethesda
Columbia
Rockville
Towson
Annapolis
Pikesville
Frederick

[{CONTINUED}

MASSACHUSETTS

Brighton Gardens of Dedham
Brighton Gardens of North Shore
Brooksby Village

Linden Ponds

Sunrise of Dartmouth

Sunrise of Plymouth

MICHIGAN

Brighton Gardens of Northville
Courtyard Manor at Sterling Heights
Courtyard Manor of Auburn Hills
Eby Portage”

Fox Run Village

Sunrise at North Farmington Hills

MISSISSIPPI

Central Mississippi Medical
Center Buildingt

Jackson Central [t

River Oaks Medical Buildingt

MISSOURI

Ballas Medical Centert
Sunrise of Des Peres
Sunrise of Clayton

NEBRASKA

Brighton Gardens of Omaha

Lakeside Healthpark Medical
Office Buildingt

NEW JERSEY

Brighton Gardens of Florham Park
Brighton Gardens of Middletown
Brighton Gardens of Mountainside
Brighton Gardens of Paramus
Brighton Gardens of Saddle River
Brighton Gardens of West Orange
Sunrise of Cresskill

Sunrise of Madison

NEW YORK
Sunrise of Mill Basin
Sunrise of Sheepshead Bay

NORTH CAROLINA

Brighton Gardens of Charlotte
Brighton Gardens of Greensboro
Brighton Gardens of Raleigh
Brighton Gardens of Winston-Salem
EdenGardens of Concord
Independence Park-4204t
Independence Park-4228+
Independence Park-4233t
Independence Park-4323+
Sunrise of Raleigh

As of March 15, 2006.

Dedham
Danvers
Peabody
Hingham
Dartmouth
Plymouth

Plymouth
Sterling Heights
Auburn Hills
Portage

Novi
Farmington
Hills

Jackson

Jackson
Flowocd

Creve Coeur
Des Peres
Richmond
Heights

Omaha
Omaha

Florham Park
Middletown
Mountainside
Paramus
Saddle River
West Orange
Cresskill
Madison

Brooklyn
Sheepshead
Bay

Charlotte
Greensboro
Raleigh
Winston-Salem
Concord
Durham
Durham
Durham
Durham
Raleigh




OHIO

Brighton Gardens of
Washington Township

Brighton Gardens of Westlake

Summit at Park Hills

Sunrise of Claytontt

Sunrise of Poland

Sunrise of Willoughby

OKLAHOMA

Brighton Gardens of Oklahoma City
Brighton Gardens of Tulsa

Durant Medical Centerf

Meridian Medical Centert

Meridian Medical Towert

Oregon
Calaroga Terrace
Encore Senior Village at Portland

PENNSYLVANIA
Ann’'s Choice
The Quadrangle

RHODE ISLAND
East Bay Manor
Emerald Bay Manor
Greenwich Bay Manor
North Bay Manor
Sakonnet Bay Manor
South Bay Manor
West Bay Manor

SOUTH CAROLINA
Brighton Gardens of Greenville
EdenBrook of Charleston
EdenGardens of Aiken
EdenGardens of Columbia
edenGardens of Rock Hill

TENNESSEE

Brighton Gardens of Brentwood

Homewood Residence at
Brookmont Terrace

Memorial Plazat

Memorial Mission Surgery Centert

TEXAS

Baylor Health Center at Lake Ridget
Baytown Plaza | and It
Boardwalk Medical Officet
Broadway Plaza at Pecan Park
Coppel Healthcare Centert
DeTar Health Centert

Eagle’s Trace

EdenBrook of Champions
EdenBrook of Plano
EdenBrook of the Woodlands
EdenGardens of Arlington
EdenGardens of Kingwood

t  Medical facilities
tt Held for sale
* Under development

Dayton

'Westlake
‘Fairborn

Clayton
Poland
Willoughby

Oklahoma City
Tulsa

Durant
Oklahoma City
Oklahoma City

Portland
Portland

Warminster
Haverford

‘East Providence

Cumberland
Greenwich
Smithfield

Tiverton

South Kingstown
Warwick

‘Greenville

Charleston
Aiken
Columbia

Rock Hill

Brentwood
Nashville

Chattanooga
Chattanooga

Grand Prairie
Baytown
Irving
Arlington
Coppell
Victoria
Houston
Houston
Plano

The Woodlands
Arlington
Kingwood

EdenTerrace of Arlington
EdenTerrace of Kingwood
Glen Lakes Health Plazat
Lake Granbury Medical Plazat
Land Held for Sale - Austintt
Las Colinas Medical Plaza IIt
Medical Place It
Memorial Hermann Cy-Fair POBt*
Memorial Hermann Pearland POBt*
Midlothian Healthcare Centert
NASA Parkway Medical

Office Buildingt
North Texas Hospitalt
Northwest Regional Medical Centert
Park Cities Medical Plazat
Plano Medical Centert
Physicians East and West*
Southwest General Birth Placet
Spring Shadows Place
Terrace at Clear Lake
Terrace at First Colony
Terrace at Memorial City
Terrace at West University
Terrace at Willowbrook
Texarkana Professional Buildingt
Treemont Retirement Commiunity
Trophy Club POB?
Trophy Club Medical Centert
Valley View Medical Building?

UTAH
Brighton Gardens of Salt Lake City
Millcreek Retirement Residence

VIRGINIA
Brighton Gardens of Arlington
Brighton Gardens of Richmond
Chesapeake Medical Centert
Healthsouth Rehabilitation Hospitalt
Sunrise of Arlington
Sunrise at Bluemont Park-

The Potomac
Sunrise at Countryside
Sunrise of Falls Church
Sunrise of Leesburg
The Fairfax
Yorktown 50t

WASHINGTON

Brighton Gardens of Bellevue
Hearthside of Lynnwood
Hearthside of Snohomish
Sunrise of Edmonds

Sunrise of Mercer Island

As of March 15, 2006.

Arlington
Kingwood
Dallas
Granbury
Austin
Irving
Houston
Cypress
Pearland
Midlothian
Nassau Bay

Denton
Corpus Christi
Dallas

Plano
Lancaster
San Antonio
Houston
Webster
Sugar Land
Houston
Houston
Houston
Texarkana
Dallas
Trophy Club
Trophy Club
Dallas

Salt Lake City
Salt Lake City

Arlington
Richmond
Chesapeake
Petersburg
Arlington
Bluemont

Sterling
Falls Church
Leesburg
Fort Belvoir
Fairfax

Bellevue
Lynnwood
Snohomish
Edmonds
Mercer Island




BOARD OF DIRECTORS

Pictured left to right:

ROBERT A. BOURNE
Vice Chairman of the Board of Directors & Treasurer

JAMES W. DUNCAN, JR.*
Independent Director
President of NavTrak, Inc.; co-founder,

former Co-chairman and President of PersonaCare, Inc.

JAMES M. SENEFF, JR.
Chairman of the Board of Directors

DAVID W. DUNBAR*
Independent Director

Chairman and Chief Executive Officer of Synovus Bank of Tampa Bay,
an affiliate of Synovus Financial; current member of the boards of trustees

for Bay Care Health System and Morton Plant Mease Health Care

(not-for-profit hospitals).

EDWARD A. MOSES*
Independent Director

Professor and Bank of America Professor of Finance at Rollins College;
founder of an executive education program for health care management

at the Crummer Graduate School of Business at Rollins College.

* Member of audit, compensation and nominating committees.

MANAGEMENT TEAM

Stuart J. Beebe
Chief Executive Officer
& President

Phillip M. Anderson, Jr.
Chief Operating Officer
& Executive Vice President

Clark D. Hettinga
Chief Financial Officer
& Senior Vice President

Sharon A. Yester
Senior Vice President
of Asset Management

John Mark Ramsey
Senior Vice President
of Investments
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BRIGHTON GARDEN
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REPORT OF INDEPENDENT DIRECTORS

As Independent Directors of CNL Retirement Properties, Inc. (the “Company”), we have reviewed the policies being followed
by the Company and believe they are in the best interest of its shareholders. The basis for this conclusion is outlined below in

the analysis of the policies in place,

The Company has developed a system of policies and procedures designed to enable the objectives of the Company (as
outlined in the Company’s Amended and Restated Articles of Incorporation) to be achieved. These policies cover, among

other things, investments in properties, administration and raising capital.

Investment policies include provisions to generally ensure that investments are made in quality properties (sites) and are
managed by experienced operators. The policies related to sites include requirements for (i) independent appraisals of
each property, (ii) physical site inspection and review by a qualified associate of CNL Retirement Corp., the advisor, (iii) an
environmental assessment and (iv) site evaluation and analysis regarding relevant real property and financial factors, area
demographics and other necessary information and data. Site policies also include title examination and review of surveys.
The titles to properties purchased by the Company will be insured by appropriate title insurance policies and/or abstract
opinions consistent with normal practices in the jurisdictions in which the properties are located.

Policies related to acceptable operators of seniors’ housing concentrate on an evaluation of the operations of seniors’ housing
facilities, the number of seniors’ housing facilities operated, the relationship of average revenue per available unit (or bed) to
the average capital cost per unit (or bed) for each health care facility operated, the relative competitive position among the
same types of seniors’ housing facilities offering similar services, market penetration, the relative financial success of the
operator in the geographic area in which the property is located, overall historical financial performance of the operator, and

the management capability of the operator.

Policies related to acceptable property management companies for our medical facilities concentrate on an evaluation of (i)
the length of time the management company has been in business, the number of medical facilities managed and the overall
historical financial performance of the property management company, (ii) the specialization of the property management
company, (iii) personnel depth of experience on every level, from the strength of the supporting infrastructure, to the
property managers and leasing agents, up to and including senior management, (iv) the level of operations of the medical
facilities currently in that property management company’s portfolio and (v) the market fee structure for both management
fees and leasing commissions. Another important consideration is the property management company’s connections to the
local market including hospital and physician contacts.

In addition, the Company has established policies related to acceptable lease terms and structures. These policies are designed

to reduce investment risks.

We have reviewed the annual report and transactions with affiliates as outlined in Note 17 to the Consolidated Financial
Statements that are included in the 2005 Form 10-K and in our opinion, the affiliate transactions are fair and reasonable to
the Company and its shareholders, and the terms of such transactions are at least as favorable as the terms of any comparable

transactions made on an arm’s-length basis.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION:
Washington, D. C. 20549 '
FORM 10-K

(Mark One) {
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Continuing Caré Retirement Communities. Independent living facilities sometimes have assisted living and/or
skilled nursing facilities attached or adjacent to their locations. ‘When this occurs, the projects are often referred to as
continuing care retirement communities ("CCRC") or life care communities. The intent of CCRC:s or life care
communities is to provide a continuum of care to the residents. As residents age and their health care needs increase,
they can receive the care they need without having to move away from the "community” which has become their home.
CCRCs typically operate-on a fee-for-service basis and the units are rented on a morithly basis to residents, while life
care communities generally charge an entrance fee that may be partially refundable, plus a monthly maintenance fee.
CCRCs and life care communities are the most expensive type of seniors' housing with prices for each facility gerierally
ranging from $40 million to over $200 million. ~

-Medical Office Buildings. Medical office buildings, including physicians' offices, special purpose facilities
such as laboratories, diagnostic, cancer treatment and outpatient centers, and walk-in clinics are conventional office
buildings with additional plumbing, mechanical and electrical service amenities which facilitate physicians dnd medical
delivery companies in the practice of medicine, laboratory research and delivery of health care services: These facilities
can range in size from 3,000 square feet (walk-in clinic) to up to 150 ,000 square feet (medical office building) with -
costs generally ranging from $1 million to $10 million: It is ¢ommon for medical office buildings to be located in close
proximity to hospitals where physicians have practice privileges.

Specialty Hospitals. ‘Specialty Hospitals are facilities that provide specialized procedures, usually cardiac,
orthopedic or surgical, on an inpatient or outpatient basis. Specialty Hospitals are licensed as acute care hospitals,
but they are typically smaller and more specialized. They usually do not have emergency rooms and can range from
20,000 to over 100,000 square feet; depending on the number of beds and operating rooms. :

Generally, Properties acc'luired consist of land, building and equipment, however-, in certain cases we may
acquire only the land underlying the building with the building owned by the tenant or a third party, and we also may
acquire the building only with the land owned by a third party. We own fée title to all Properties; except for Properties
which are owned by ‘certain partnerships and joint ventures in which case the partnerships or joint ventures have fee
title ownership and Properties which are subject to ground leases. In general, the Properties are freestanding and
surrounded by paved parking areas and landscaping. Although buildings may be suitable for conversion to various uses
through modifications, some Properties may not be economically convertible to other uses.
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PART I

Item 1. Business
General

CNL Retirement Properties, Inc. is one of the nation's largest investors in health care-related real estate,
investing primarily in properties related to seniors' housing and health care facilities (the "Properties") located
primarily across the United States. The Properties may include independent living, assisted living and skilled
nursing facilities, continuing care retirement communities ("CCRC") and life care communities (collectively
"Seniors' Housing"), medical office buildings, walk-in clinics, free standing ambulatory surgery centers, specialty or
general hospitals and other types of health care-related facilities (collectively "Medical Facilities"). At December
31, 2005, we had invested $3.5 billion in 257 Properties located in 33 states, consisting of 184 Seniors’ Housing
facilities and 73 Medical Facilities, including 2 specialty hospitals and 2 walk-in clinics. We also own four Seniors'
Housing facilities and a parcel of land that we hold for sale. We lease our Seniors' Housing Properties on a long-
term (generally 15 years), triple-net basis and our Medical Facilities on either a triple-net or gross basis generally
over 5 to 15 years. ‘ ' '

We are a Maryland corporation that operates as a real estate investment trust ("REIT") for federal income tax
purposes and through our wholly owned subsidiaries, consolidated partnerships and joint ventures we primarily
acquire, develop, manage and own real estate properties. CNL Retirement Corp. (the "Advisor") is our advisor and
provides management, acquisition, advisory and administrative services to us.

Since our inception we have made five best efforts f)ublic offerings of common stock and received aggregate
subscriptions of $2.6 billion (representing 255.5 million shares outstanding at December 31, 2005). Our fifth public
offering of up to 400 million shares of common stock commenced in May 2004 and will close on or before March 26,
2006 (the "2004 Offering™).

We operate in one business segment which is the ownership, development, management and leasing of
health care-related real estate.

Our primary investment objectives are to preserve, protect and enhance our assets while (i) making
distributions to stockholders; (ii) obtaining fixed income through the receipt of base rent, increasing income (and
distributions to stockholders) and providing protection against inflation through automatic increases in base rent, or
increases in base rent based on increases in consumer price indices over the terms of the leases and obtaining fixed
income through the receipt of payments from Mortgage Loans and Secured Equipment Leases (defined below); (iii)
continuing to qualify as a REIT for federal income tax purposes; and (iv) providing our stockholders with liquidity of
their investment, through (a) a listing of our shares on a national securities exchange or over-the-counter market
("Listing" or "Listed"), or (b} if Listing does not occur by December 31, 2008, the commencement of orderly sales of
our assets and distribution of the proceeds.

The following table sumniarizes our investments at December 31, 2005 (dollars in thousands):

Number of Square Percentage
Type of Facility __ Facilities Units Feet Investment of Portfolio
Seniors' Housing: .
Assisted Living 138 12,883 — 3 1,470,127 42%
Independent Living 37 - 7,945 — 1,024,498 29%
CCRC 2 1,029 — 194,153 6%
Land only leases ‘ 6 —_ — 131,880 4%
Properties under construction 1 — — 37,669 1%
184 21,857 — 2,858,327 82%
Medical Facilities:
Medical office buildings 65 - — 3,493,310 616,526 17%
Specialty hospitals 1 — 57,584 18,168 1%
Walk-in clinics 2 — 42,781 4,479 0%
Properties under construction 5 — — 5,611 0%
73 . 3,593,675 644,784 18%
. 257 21,857 3,593,675 § 3,503,111 100%
Held for sale 5 — —  $ 12,692 —




Strategic Alliances

The Cirrus Group, LLC. In August 2005, we entered into an agreement with The Cirrus Group, LLC
("Cirrus™), a development and property management company, to acquire, at our election, Medical Facilities, some
of which have yet to be-developed. The acquisitions contemplated under this agreement are expected to occur.over
a five-year term, subject to certain conditions, or until $1.0 billion is invested in Medical Facilities, including
specialty hospitals. We will have minority interest partners in connection with the ownership of each of these
Properties, including Cirrus principals, physicians and other investors asseciated with Cirrus principals. In January
2006, we acquired one Medical Facility under this agreement for which we had posted a $2.0 million non-
refundable deposit at December 31, 2005.

In August 2005, we also entered into-a cérrfrnitment to acquire from Cirrus 21 existing Medical Facilities
for $230.0 million, which Cirrus is expected to manage. The Properties are expected to be acquired by March 2006,
but the agreement can be extended upon mutual agreement by the parties. As of December 31, 2005, we had
acquired eight of the Properties for $88.7 million and as of March 15, 2006, we had acquired an additional six
Properties for $56.4 million under this agreement. At December 31, 2005, we had posted an $8.6 million non-
refundable deposit to be used towards the purchase of certain of these Properties. The acquisition of the remaining
Properties is subject to the fulfillment of certain conditions. There can be no assurance that any or all of the
conditions will be met, or if met, that any of the remaining Properties will be acquired by us. At December 31,
2005, Cirrus managed ten of our Medical Facilities, including two Properties that we acquired in 2004.

In August 2003, we also entered into an agreement to provide a Cirrus affiliate with an interest only, five-
year senior secured term loan under which up to $85.0 million (plus capitalized interest) may be borrowed to
finance the acquisition, development, syndication and operation of new and existing surgical partnerships ("Senior
Secured Term Loan"). Certain of these surgical partnerships are tenants in the Medical Facilities acquired from
Cirrus as described above. During the first 48 months of the term, interest at the rate of 14.0% will accrue, of which
9.5% will be payable monthly and the balance of 4.5% will be capitalized; thereafter, interest at the greater of
14.0% or LIBOR plus 9:0% will be payable monthly. The loan is subject to equity contribution requirements and
borrower financtal covenants that will dictate draw down availability, is collateralized by all of the assets of the
borrower (comprised primarily of interests in partnerships operating surgical facilities in premises leased from a
Cirrus affiliate) and is guaranteed up to $50.0 million through a combination of (i) a personal guarantee of up to
$13.0 million by a principal of Cirrus and (ii) a guarantee of the balance by other principals of Cirrus under
arrangements for recourse limited only to their interests in certain entities owning real estate. At December 31,
2005, the balance outstandlng under the Senior Secured Term Loan was $16.0 million.

In connection with the Senior Secured T erm.Loan, we received stock warrants which are exercisable into a
10% to 15% ownership interest of the borrower. . The stock wartants are exercisable at the earlier of an event of
default or the full repayment of the Senior Secured Term Loan and expire in September 2015.

The DASCO Companies, LLC. In August 2004, we acquired a 55% controlling interest in The DASCO
Companies, LLC ("DASCO"), a development and property management company. Our relationship with DASCO
has provided and may continue to provide opportunities for us to participate in new Medical Facility development
and acquisition opportunities as well as enter the business of managing Medical Facilities. DASCO may also
provide development and property management services to third parties. At December 31, 2005, DASCO managed
forty-eight of our Medical Facilities, including two of our walk-in clinics and was developing five of our Medical
Facilities. AtDecember 31, 2005, DASCO also provided property management services to an unrelated third party
for three medical office buildings.

Other Permitted Investments

We may also provide (i) mortgage financing to operators to enable them to acquire propertles that would
secure the loan ("Mortgage Loans"), (i) furniture, fixtures and equipment ﬁnancmg, ("Secured Equipment Leases"), iii)
other loans to entities in which we hold an interest, and (iv) we may invest up to a maximum of 5% of our total assets in
equity interests in businesses, including those that provide services to or are otherwise ancillary to the retirement and
health care industries (collectively "Other Permitted Investments").

We expect that the interest rates and terms of the Mortgage Loans we provide will be similar to those of our
leases. However, because we prefer to focus on investing in Properties which have the potential to appreciate, we
currently expect to provide Mortgage Loans in the aggregate principal amount of no'more than 5% to 10% of our total
assets. We had no investments in Mortgage Loans at December 31, 2003,
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To a lesser extent, we also may provide Secured Equipment Leases to operators, pursuant to which we will
finance the equipment through loans or direct financing leases. It is expected that the leases or loans will have a term of
" no more than seven years, will be secured by the personal property and include an option for the lessee to acquire the
subject equipment at the end of the term. The aggregate outstanding principal amount of Secured Equipment Leases is
not expected to exceed 10% of our'total assets. We had no Secured Equipment Leases at December 31, 2005.

We expect to make other loans to operators or developers of Seniors' Housing or other health care-related
facilities collateralized by real estate owned by the borrower.

As of December 31, 2005, we had provided a Cirrus affiliate with a five-year $85.0 million Senior Secured
Term Loan as discussed under "Strategic Alliances," above. At December 31, 2005, $16.0 million was outstanding
under this loan. We had not made'any other loans as of December 31, 2005.

Advisory Services

" Pursuant to an advisory agreement (the "Advisory Agreement"), the Advisor provides management services
relating to our administration, the Properties, the Mortgage Loans, the Secured Equipment Lease program and other
loans. Under this agreement, the Advisor is responsible for assisting us in negotiating leases, Other Permitted
Investments, lines of credit and permanent financing; collecting rental, Mortgage Loan, Secured Equipment Lease and
other loan payments; inspecting the Properties and the tenants' books and records; and responding to tenants' inquiries
and notices. The Advisor is also responsible for providing information to us about the status of the leases, Properties,
Other Permitted Investments, any lines of credit and any permanent financing. In exchange for these services, the
Advisor is entitled to receive certain fees from us. For supervision of the Properties and the Mortgage Loans, the
Advisor receives an asset management fee, which is payable-monthly, in an amount equal to 0.05% of the total amount
invested in the Properties, exclusive of acquisition fees and acquisition expenses, plus 0.05% of the outstanding
principal amount of any Mortgage Loans, as.of the end of the preceding month. For negotiating Secured Equipment
Leases and supervising the Secured Equipment Lease program, the Advisor will receive, upon entering into each lease,
a Secured Equipment Lease servicing fee, payable out of the proceeds of borrowings, equal to 2% of the purchase price
of the equipment subject to each Secured Equipment Lease. For identifying the Properties, structuring the terms of the
acquisition and leases of the Properties and structuring the terms of the Mortgage Loans, the Advisor receives an
acquisition fee on the gross proceeds from the offerings and loan proceeds from permanent financing, excluding that
portion of the permanent financing used to finance Secured Equipment Leases, equal to 3% for the period from May 3,
2005 through December 31, 2005, 4% for the period from May 14, 2004 to May 2, 2005 and 4.5% with respect to the
offerings prior to the 2004 Offering. In addition, if there is a Listing, the Advisor will receive an acquisition fee of 3%
of amounts outstanding on the line of credit, if any, at the time of Listing.

In accordance with the Advisory Agreement, the Advisor is required to reimburse us the amount by which the
total operating expenses incurred by us in any four consecutive fiscal quarters (the "Expense Year") exceed the greater of
2% of average invested assets or 25% of net income (the "Expense Cap").

On May 2, 2005, we entered into a renewal agreement (the "Renewal Agreement") with the Advisor with
respect to the Advisory Agreement, pursuant to which the Advisory Agreement was renewed for an additional one-
year term commencing on May 3, 2005, and ending at 12:00 a.m. on May 3, 2006. On July 13, 2005, we amended
the Renewal Agreement (the "Amended Renewal Agreement™) to reduce the percentage rate of Total Proceeds to be
used in determining Acquisition Fees payable to the Advisor under the Advisory Agreement from 4% to 3%. This
reduction is deemed to be effective as of May 3, 2005.

The Amended Renewal Agreement continues until May 3, 2006, and thereafter may be extended annually
upon mutual consent of the Advisor and our Board of Directors unless terminated at an earlier-date upon 60 days prior
written notice by either party. As the expiration date of the Amended Renewal Agreement approaches, the Board of
Directors will evaluate the performance of the Advisor and the terms of the agreement to determine what action to take,
which may include: (i) the renewal of the agreement under substantially the same terms as the Amended Renewal
Agreement, (ii) the execution of .a new advisory agreement under re-negotiated terms or (iii) termination of the
agreement. '

Borrowings

We have and will continue to borrow money to acquire Properties, make Mortgage Loans, other loans and pay
certain fees, and we intend to encumber Properties in connection with these borrowings. We may also borrow money
to enter into Secured Equipment Leases. We have a $320.0 million revolving line of credit that may be amended to
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increase the revolving line of credit to $400.0 million ("Revolving LOC"). The amount available for use under the
Revolving LOC is subject to certain limitations based on the pledged collateral. At December 31, 2005, the.
collateralization of the Revolving LOC allowed us to borrow up to $283.0 million. The Revolving LOC may be
increased at our discretion and may be repaid with offering proceeds, proceeds from the sale of assets, working
capital or permanent financing. ‘We have also obtained permanent financing. The Board of Directors anticipates that
the aggregate amount of any permanent financing will not exceed 50% of our total assets. As of December 31, 2005,
total borrowings represented 40% of our total assets. The Revolving LOC and permanent financing are the only
sources of funds for making Secured Equipment Leases. We have and may in the future use our Revolving LOC to
pay distributions that are in excess of our cash flow generated from operations.

- Competition

We compete with other REITS, real estate partnerships, health care providers and other investors,
including, but not limited to, banks and insurance companies, many of which may have greater financial resources
than ours, in the acquisition, leasing and financing of Seniors' Housing and Medical Facilities. Further, non-profit
entities are particularly suited to make investments in health care facilities because of their ability to finance
acquisitions through the issuance of tax-exempt bonds, providing non-profit entities with a relatively lower cost of
capital as compared to for-profit purchasers. In addition, in certain states, facilities owned by non-profit entities are
exempt from taxes on real property. Competition to acquire Seniors' Housing and Medical Facilities has continued
to increase due, in part, to the continued interest in the sector from private equity sources, including foreign
investors. In some cases, this competition has caused acquisition prices to increase, making it more challenging for
us to be competitive in the acquisition of new investments.

During 2005, we continued to focus our investments in the acquisition of existing Seniors' Housing and
Medical Facilities, as well as in the development of such new Properties through strategic alliances with new and
existing business partners. The development of new Properties allowed us to avoid the pricing pressures in the open
market and to-develop facilities that met our investment requirements. However, althdu‘gh successful in 2005, there
can be no assurance that this investment strategy will be followed in upcoming periods or, if followed, that it will
generate the same results as in 2005. Further, there can be no assurance that we will be able to secure business
partners to develop the properties. ‘

Employees

We have no employees, other than our executive officers who are not compensated by us. We have retained
. the Advisor to provide management, acquisition, advisory and certain administrative services and have retained certain
other affiliates of the Advisor to provide additional administrative services.

Available Information

We make available free of charge on or through our Internet website (http://www.cnlretirement.com) our
Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and, if applicable,
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended, as soon as reasonably practicable after we electronically file such material with, or furnish it to the
Securities and Exchange Commission (the "Commission"). The public may read and copy any materials that we file
with the Commission at the Commission's Public Reference Room at 450 Fifth Street, N.W., Washington, D.C.
20549 and may obtain information on the Public Reference Room by calling the Commission at 1-800-SEC-0330.
The Commission maintains an Internet site that contains reports, proxy and information statements, and other
information regarding issuers that file electronically with the Commission (http:/www.sec.gov).

Item 1A, Risk Factors
Offering-Related Risks

The sale of shares by stockholders could be difficult. Currently there is no pubhc market for.our shares, so
stockholders may not be able to sell their shares promptly at a desired price. Therefore, stockholders should
consider purchasing the shares as a long-term investment only. We do not know if we will ever apply to list our
shares on a national securities exchange or over-the-counter market, or, if we do apply for Listing, when such
application would be made or whether it would be accepted If our shares are Listed, we cannot assure our
stockholders that a public trading market will develop. We cannot assure our stockholders that the price théy would
receive in a sale on a national securities exchange or over-the-counter market would be representative of the value
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of the assets we own or that it would equal or exceed the él:mount our stockholders paid for the shares. In addition,
although we have adopted a redemption plan, we have discretion to not redeem our stockholders' shares, to suspend
the plan, and to cease redemptions. Further, the plan has many limitations and should not be relied upon as a
method to sell shares promptly and at a desired price In p\articular those limitations include: (i) no more than
$100,000 of proceeds from the sale of shares pursuant to any offering in any calendar quarter may be used to
redeem shares (but the full amount of the proceeds from the sale of shares under our reinvestment plan attributable
to any calendar quarter may be used to redeem shares presented for redemption during such quarter), and (ii) no
more than 5% of the number of shares of our common stock (outstanding at the beginning of any 12- month perlod)
may be redeemed during such 12- month period.

Company-Related Risks

We are dependent on the Advisor. The Advisor, subject to approval by the Board of Directors, is
responsible for our investments and daily management. The Board of Directors may terminate the agreement with
the Advisor, with or without cause, but only subject to payment and release of the Advisor from all guarantees and
other obligations incurred as Advisor. We cannot be sure that the Advisor will achiéve our objectives or that the
Board of Directors will be able to act quickly to remove the Advisor if it deems removal necessary. As a result, it is
possible that we would be managed for some period by a company that was not acting in our best interests or not
capable of helping us achieve our objectives. :

Conflicts of interest. The Advisor and its affiliates may be engaged in other activities that would result in
potential conflicts of interest with the services that the Advisor and affiliates provide to us, such as the acquisition
of Properties on behalf of other entities with investment objectives 51m11ar to ours. The resolution of conﬂlcts of
interest in favor of other entities could have a negative 1mpact on our financial performance.

There will be competing demands on our officers and directors.  Some of our directors and officers, and
some of the directors and officers of the' Advisor have management responsibilities for other companies including, in
certain cases, companies that may in the future invest in some of the same types of assets in which we may invest. For
this reason, these officers and directors will share their management time and services among those companies and us,
will not devote all of their attention to us and could take actions that are more favorable to the other companies than to
us. :

The timing of sales and acquisitions may favor the Advisor. The Advisor may immediately realize
substantial commissions, fees and other compensation as a result of any investment in or sale of an asset by us. Qur
Board of Directors must approve any investments and sales, but the Advisor's recommendatlon to the Board of-
Directors may be influenced by the impact of the transaction on the Advisor's compensation.

The.Advisor's fee structure may encourage the Advisor to recommend speculative investments and a high
amount of leverage.  The Advisor will realize substantial compensation in connection with the acquisition of
Properties, and as a result, may recommend speculative investments to us. In addition, because the Advisor will receive
fees based on the amount of permanent financing we obtain, the Advisor may have an incentive to recommend a high
amount of leverage to us. Similarly, because the Advisor may receive fees upon the sale of Properties, loans and other
permitted investments, the Advisor,may have an incentive to recommend to us the premature sale of these assets.

The agreements between us and the Advisor were not the result of arm's-length negotiations. Because
some of our officers and directors are also officers and directors of the Advisor, the terms of the Advisory Agreement
may favor the Advisor. As a result, the Advisor may not always act in our best interests, which could adversely affect
our results of operations.

Our Properties may be developed by affiliates.  Properties that we acquire may require development,

* renovation or other improvement prior to use by a tenant. Our affiliates may provide these services and if so, the
affiliates would receive the development fee that would otherwise be paid to an unaffiliated developer. The Board of
Directors, including the independent directors, must approve employing one of our affiliates to serve in such capacity.
There is a risk, however, that we would acquire Properties that require such services so that an affiliate would receive
such fees. ;

We may invest with affiliates of the Advisor and enter into transactions with them. ~We may invest in joint
ventures with other programs sponsored by the Advisor or its affiliates. The Board of Directors, including the
independent directors, must approve the transaction, but the Advisor's recommendation may be affected by its -
relationship with one or more of the co-venture partners and may be more beneficial to the other programs than to us.
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Further, because these transactions are, and other transactions we enter into may be, with affiliates, they may not be at
arm’s length. Had they been at arm's length, the terms of such transactions may have been different and may have been
more beneficial to us.

Real Estate and Other Investment Risks

Lack of Diversification. Lack of diversification increases investment risk. Our profitability and ability to
diversify investments is limited by the amount of future funds we receive through our public offerings and
borrowings, as well as the cost of the investments. We may not be able to achieve diversification by tenant,
operator, brand, facility type or geographic location. There is no limit on the number of Properties of a particular
brand or facility type which we may acquire, and we are not obligated to invest in more than one type of facility.
Presently, our investments are concentrated in certain tenants, operators, brands and types of facilities and any
adverse development affecting any of them could materially adversely affect our financial condition and our ability
to make distributions. In addition, to the extent our assets are geographically concentrated, an economic downturn
in one or more of the markets in which we have invested could have an adverse effect on our financial condition
and our ability to make distributions. As of December 31, 2005, we own interests in Properties in 33 states, with
14%, 13%, 9% and 8% of those Properties located in Texas, Florida, California and Illinois, respectively. For a
description of the tenant, operator and geographic concentrations, please see "Item 2. Properties” below.

Multiple Property leases or loans with individual tenants and borrowers increases our risks. The value of
our Properties depends principally upon the value of the underlying leases. Minor defaults by a tenant or borrower
may continue for some time before the Advisor or the Board of Directors determines that it is in our interest to evict
the tenant or foreclose on the property of the borrower. Tenants may lease more than one Property and borrowers
may enter into more than one loan, and as a result, a default by the tenant or borrower could cause more than one
Property to become vacant or more than one loan to become nonperforming. Vacancies would reduce our revenue
and could decrease the Properties' value until we are able to re-lease the affected Properties. Generally, the Seniors'
Housing facilities, ambulatory surgery centers and specialty and general hospitals are special purpose properties and
may not be readily converted into general residential, retail or office use.

Adverse trends in the heaith care and seniors' housing industry may impact our Properties. Our financial
condition is dependent on the ability of tenants or third-party operators to operate the Properties successfully.
Failure of our tenants or third-party. operators to operate the Properties successfully or adapt to dominant trends in
the health care and seniors' housing industry may limit their ability to pay their rent, which could adversely affect
our financial condition. See "Item 7. Management's Discussion and Analysis of Financial Condition and Results of
Operations — Accounts and Other Receivables" below for a description of past due rent receivables and the reserve
for doubtful accounts attributable to certain of our major tenants and operators.

We may rely on credit enhancements to our leases for minimum rent payments. Our leases may have credit
enhancement provisions, such as guarantees or shortfall reserves provided by a third-party tenant or operator. These
credit enhancement provisions may terminate at either a specific time during the lease term or once net operating
income of the Property exceeds a specified amount. These provisions may also have limits on the overall amount of
the credit enhancement. After the termination of a credit enhancement, or in the event that the maximum limit of a
credit enhancement is reached, we may only look to the tenant to make lease payments. In the event that a credit
enhancement has expired or the maximum limit has been reached, or in the event that a provider of a credit
enhancement is unable to meet its obligations, our results of operations and our cash available for distribution could
be adversely affected if our Properties are unable to generate sufficient funds from operations to meet minimum rent
payments and the tenants do not otherwise have the resources to make the rent payments. Our tenants may be thinly
capitalized corporations that rely on the cash flow generated from the Properties to fund rent obligations under their
lease. See "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations —
Accounts and Other Receivables” and "Operator Rent Guarantee” below for a description of certain limited
guarantees.

We may rely on limited guarantees to fund rent payments, which could adversely impact cash available for
distributions. In connection with the acquisition and development of certain Seniors' Housing portfolios we may
require the tenant or operator guarantees or other types of income support to guarantee the tenant's obligations to
pay minimum rent and furniture, fixture and equipment reserve income. Certain of these are limited guarantees that
contain maximum funding caps or termination dates.

Our leases with tenants of some of our Medical Facilities may present greater risk because they are
expected to be gross leases and the majority of the Medical Facility leases are expected to have five to 15 year
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terms. Under our triple-net lease agreements, our tenants are responsible for maintenance and other day-to-day
management of the Properties either directly or by entering into operating agreements with third-party operators.
Because under our gross leases the tenant generally is responsible for a certain capped amount of the repairs,
maintenance, property taxes, utilities and insurance and we are responsible for the balance, our results of operations
could be affected if the balance of these expenses is large. In addition, we may have difficulty obtaining a new
tenant upon the expiration of each short-term lease, and our results of operations could be negatively impacted if we
failed to do so within a short time period.

We may experience uninsured loss or loss in excess of insured limits at our Properties. We require our
triple-net lease tenants to maintain appropriate levels of comprehensive liability and property insurance that cover
us, as well as the tenants, on all of our Properties. Some types of losses, however, either may be uninsurable or too
expensive to insure against. Should an uninsured loss or a loss in excess of insured limits occur, we could lose all
or a portion of the capital we have invested in a Property, as well as the anticipated future revenue from the
Property. In such an event, we might nevertheless remain. obligated for any mortgage debt or other financial
obligation related to the Property. We cannot be assured that material losses in excess of insurance proceeds will
not occur in the future. '

Our Properties may be subject to environmental liabilities. Under various federal and state environmental
laws and regulations, as an owner or operator of real estate, we may be required to investigate and clean up certain
hazardous or toxic substances, asbestos-containing materials, or petroleum product releases at our Properties. We
may also be held liable to a governmental entity or to third parties for property damage and for investigation and
cleanup costs incurred by those parties in connection withthe contamination. In addition, some environmental laws
create a lien on the contaminated site in favor of the government for damages and costs it incurs in connection with
the contamination. The presence of contamination or the failure to remediate contaminations at any of our
Properties may adversely affect our ability to sell or lease the Properties or to borrow using the Properties as
collateral. At certain Properties, such as skilled nursing facilities, medical office buildings and walk-in clinics,
some environmental and bio-medical hazardous wastes and products will be used and generated in the course of
normal operations of the facility. While the leases will provide that the tenant is solely responsible for any
environmental hazards created during the term of the lease, we or an operator of a site may be liable under common
law to third parties for damages and injuries resulting from environmental contamination coming from the site.

All of our Properties will be acquired subject to satisfactory Phase I environmental assessments, which
generally involve the inspection of site conditions without invasive testing such as sampling or analysis of soil,
groundwater or other media or conditions; or satisfactory Phase II environmental assessments, which generally
involve the testing of soil, groundwater or other media and conditions. ' The Board of Directors and the advisor may
determine that we will acquire a Property in which a Phase I or Phase II environmental assessment indicates that a
problem exists and has not been resolved at the time the Property is acquired, prov1ded that if it is a material
problem: (i) the seller, tenant or operator has (a) agreed in writing to indemnify us and/or (b) established in escrow
cash funds equal to a predetermined amount greater than the estimated costs to remediate the problem; or (ii) we
have negotiated other comparable arrangements, including but not limited to a reduction in the purchase price. We
cannot be sure, however, that any seller will be able to pay under an indemnity we obtain or that the amount in .
escrow will be sufficient to pay all remediation costs. Further, we cannot be sure that all environmental liabilities
associated with the Properties that we may acquire from time to time will have been identified or that no prior
~ owner, operator or current occupant will have created an environmental condition not known to us. Moreover, we
cannot be sure that (i) future laws, ordinances or regulatlons will not impose any material environmental liability or
(ii) the environmental condition of the Properties that we may acquire from time to time will not be affected by
tenants and occupants of the Properties, by the condition of land or operations in the vicinity of the Properties (such
as the presence of underground storage tanks), or by third parties unrelated to us. Environmental 11ab111t1es that we
may incur could have an adverse effect on our financial condition or results of operations.

We may not control the joint ventures in which we enter. Our independent directors must approve all joint
venture ot general partnership arrangements in which we enter. Subject to that approval, we may enter into a joint
venture with an unaffiliated party to purchase a Property, and the joint venture or general partnership agreement
relating to that joint venture or partnership may provide that we will share management control of the joint venture
with the unaffiliated party. In the event the joint venture or general partnership agreement provides that we will
have sole management control of the joint venture, the agreement may be ineffective as to a third party who has no
notice of the agreement, and we therefore may be unable to control fully the activities of the joint venture. If we
enter into'a joint venture with another program sponsored by an affiliate, we do not anticipate that we will have sole
management control of the joint venture.




Joint venture partners may have different interests than we have. Investments in joint ventures involve the
risk that our co-venture partner may have economic or business interests or goals which, at a particular time, are
inconsistent with our interests or goals, that the co-venture partner may be in a position to take action contrary to
our instructions, requests, policies or objectives, or that the co-venture partner may experience financial difficulties.
Among other things, actions by a co-venture partner might subject Property owned by the joint venture to liabilities
in excess of those contemplated by the terms of the joint venture agreement or to other adverse consequences. If we
do not have full control over a joint venture, the value of our investment will be affected to some extent by a third
party that may have different goals and capabilities than ours. As a result, joint ownership of investments may
adversely affect our returns on the investments and, therefore, cash available for distributions to our stockholders
may be reduced.

It may bedifficult for us to exit a joint venture after an impasse. In our joint ventures, there willbe a
potential risk of impasse in some joint venture decisions since our approval and the approval of each co-venture
partner will be required for some decisions. In any joint venture with an affiliated program, however, we may have
the right to buy the other co-venture partner's interest or to sell our own interest on specified terms and conditions in
the event of an impasse regarding a sale. In the event of an impasse, it is possible that neither party wiil have the
funds necessary to complete the buy-out. In addition, we may experience difficulty in locating a third-party
purchaser for our joint venture interest and in obtaining a favorable sale price for the interest. As a result, it is
possible that we may not be able to exit the relationship if an impasse develops.

The liguidation of our assets may be delayed. 1f our shares are not listed on a national securities exchange
or over-the-counter market by December 31, 2008, we are obligated under our Amended and Restated Articles of
Incorporation, as amended, to sell our assets and distribute the net sales proceeds to stockholders, and we will
engage only in activities related to our orderly liquidation, unless our stockholders elect otherwise. Neither the
Advisor nor the Board of Directors may be able to control the timing of the sale of our assets due to market
conditions, and we cannot assure you that we will be able to sell our assets so as to return our stockholders'
aggregate invested capital, to generate a profit for the stockholders or to fully satisfy our debt obligations. Because
we use a portion of the offering price from the sale of shares to pay expenses and fees and the full offering price is
not invested in Properties, we will only return all of our stockholders' invested capital if we sell the Properties for a
sufficient amount in excess of their original purchase price. If we take a purchase money obligation in partial
payment of the sales price of a Property, we will realize the proceeds of the sale over a period of years. Further, any
intended liquidation of our Company may be delayed beyond the time of the sale of all of the Properties until all
mortgage loans and secured equipment leases expire or are sold, because any mortgage loans into which we enter
are likely to have terms of ten to 20 years and secured equipment leases are likely to have terms of seven years, and
those obligations may not expire before all of the Properties are sold. :

Industry-Related Risks

Failure to comply with government regulations could adversely affect our tenants, operators and
borrowers. The health care industry is highly regulated by federal, state and local licensing requirements, facility
inspections, reimbursement policies, regulations concerning capital and other expenditures, certification
requirements and other laws, regulations and rules. In addition, regulators require compliance with a variety of
safety, health, staffing and other requirements relating to the design and conditions of the licensed facility and
quality of care provided. Additional laws and regulations may be enacted or adopted that could require changes in
the design of the Properties and certain operations of our tenants and third-party operators. The failure of any tenant
or operator to comply with such laws, requirements and regulations could affect a tenant's or operator's ability to
operate the facilities that we own.

In some states, advocacy groups have been created to monitor the quality of care at health care facilities,
and these groups have brought litigation against operators. Additionally, in some instances, private litigation by
patients has succeeded in winning large demand awards for alleged abuses. The effect of this litigation and
potential litigation has increased the costs of monitoring and reporting quality of care compliance incurred by our
tenants. In addition, the cost of liability and medical malpractice insurance has increased and may continue to
increase as long as the present litigation environment affecting the operations of health care facilities continues.
Continued cost increases could cause our tenants to be unable to pay their lease payments, decreasing our cash flow
available for distribution.

Cost control and other health care reform measures may reduce reimbursements to our tenants and
borrowers. The health care industry faces various challenges, including increased government and private payor
pressure on health care providers to control costs and the vertical and horizontal consolidation of health care
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providers. The pressure to control health care costs has intensified in recent years as a result of the national health
care reform debate and has continued as Congress attempts to slow the rate of growth of federal health care
expenditures as part of its effort to balance the federal budget. Similar debates are ongoing at the state level in
many states. These trends are likely to lead to reduced or slower growth in reimbursement for services provided by
some of our tenants. Management cannot predict whether governmental reforms will be adopted and, if adopted,
whether the implementation of these reforms will have a material adverse effect on our financial condition or results
of operations.

Our tenants and borrowers may rely on government reimbursement. Our tenants, particularly those
operating skilled nursing facilities and those leasing space in medical office buildings, may derive a significant
portion of their revenues from governmentally funded programs, such as Medicaid and Medicare. Although our
lease payments are not linked to the level of government reimbursement received by the tenants, to the extent that
changes in government funding programs adversely affect the revenues received by those tenants, such changes
could adversely affect the ability of the tenants to make lease payments to us.

Some of our tenants, operators or borrowers may have physician investors. Some of our borrowers,
tenants or operators of health care facilities, including, without limitation, free standing ambulatory surgery centers
and specialty or general hospitals, may have physician investors who refer patients to such health care facilities for
treatment or services. '

The federal Anti-Kickback Statute prohibits an individual or entity from knowingly and willfully offering
or paying, or from soliciting or receiving, remuneration in order to induce the referral or the arranging for the
referral of business reimbursed under the Medicare Program, Medicaid Program, or certain other state and federal
health care programs. The primary concern under the federal Anti-Kickback Statutes for ventures in which
physicians are investors is whether the offering of such investment interests, or subsequent distributions to such
physician investors based on such investment interests, constitute disguised remuneration for referrals. The Office
of Inspector General ("OIG") has promulgated regulations to clarify that certain investment and payment practices
in the health care industry would not violate the Anti-Kickback Statute (the "Safe Harbors"). Certain of the Safe
Harbors expressly address physician investment interests in free standing ambulatory surgery centers. Although the
Safe Harbors protect certain venture arrangements, the requirements of these Safe Harbors do not always provide
viable business options and failure to conform to the provisions of a Safe Harbor does not necessarily mean that the
arrangement violates the Anti-Kickback Statute.

In addition, the federal Stark Law prohibits, subject to certain express exceptions, a physician (or
immediate family member) who has a financial relationship with an entity from making referrals to that entity for
the furnishing of designated health services for which payment may be made under the federal health care programs.
The Stark Law is often implicated in ventures in which physicians are investors because physicians make referrals
for designated health services to the venture and have an ownership or compensation relationship with the venture.
Designated health'services do not include free standing ambulatory surgery services and, while hospital services are
included within the definition of designated health services, the law includes an express exemption for physicians
who have an ownership or investment interest in, and are authorized to perform services in, a so-called whole
hospital. The whole hospital exemption, as it is applied to specialty, as opposed to general, hospitals not then under
development, was subject to an eighteen month moratorium by certain provisions of the Medicare Prescription
Drug, Improvement, and Modernization Act of 2003. The moratorium expired on June 8, 2005 without further
legislative action. However, there can be no assurance that legislative action to curb or restrict physician
investments in health care facilities will not occur in the future.

Violation by our tenants, operators or borrowers of the Anti-Kickback Statute or the Stark Law could result in
loss of licensure or certification, the imposition of civil monetary and criminal penalties, and the potential exclusion from
the Medicare and Medicaid programs. Such sanctions could adversely effect our tenants' and borrowers' ability to make
lease and loan payments to us and could result in our having to find another tenant or operator, which could have an
adverse effect on our financial condition or results of operations.

Lending Risks

Our morigage loans may be impacted by unfavorable real estate market conditions. If we make mortgage
loans, we will be at risk of defaults on those loans caused by many conditions beyond our control, including local
and other economic conditions affecting real estate values and interest rate levels. We do not know whether the
values of the Properties securing the mortgage loans will remain at the levels existing on the dates of origination of
the mortgage loans. If the values of the underlying Properties drop, our risk will increase and the values of our
interests may decrease. ’
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Qur loans may not be secured by real estate. We may make unsecured loans or loans that are not secured
by real estate. Any security we receive in connection with such loans may not provide us with the protection of
loans secured by real estate. Such loans will involve risks particular to the borrowers' businesses. We may notbe
as familiar with such businesses as we are with various types of health care-related facilities. Were a borrower to
default on such a loan, we may lose the entire amount of the loan and have no recourse against the borrower.

Financing Risks

Borrowings. We may borrow money to-acquire assets, to preserve our status as a REIT or for any other
authorized corporate purposes. We may mortgage or put a lien on one or more of our assets in connection with ; any
borrowing. At December 31, 2005, we had aggregate outstanding borrowings, including permanent ﬁnancmg,
bonds payable, construction loans and our outstanding Revolving LOC, equal to approximately 40% of our tota]
assets. Pursuant to our Amended and Restated Articles of Incmporation we are entitled to borrow up to 75% of our
total assets (which is the approximate equivalent of 300% of our "net assets," as deﬁned in our Amended and
Restated Articles of Incorporation), although we do not presently expect to borrow more than 50% of our total
assets. Borrowing may be risky if the cash flow from the Properties and other mvestments is insufficient to meet
our debt obligations. :

We may borrow to pay distributions. We may borrow to make distributions for vériéus:pur'poses, .
including to preserve our REIT status. We have borrowed and may in the future borrow money from our Revolving
LOC to make distributions. In certain instances if we are unable or choose not to borrow, distributions to our
stockholders may be reduced. In the event we borrow to make distributions, it is possible that we could make
distributions in excess of our earnings and profits and, accordingly, that the distributions could constitute a return of
capital for federal income tax purposes, although such distributions would not reduce stockholders' aggregate
invested capital.

Tax Risks

We will be subject to increased taxation if we fail to qualify as a REIT for federal income tax purposes.
We believe that we operate in a manner that enables us to meet the requirements for qualification and to remain
qualified as a REIT for federal income tax purposes. A REIT generally is not taxed at the federal corporate level on
income it distributes to its stockholders; as long as it distributes annually at least 90% of its taxable income to its.
stockholders. We have not requested, and do not plan to request, a ruling from the Internal Revenue Service that we
qualify as a REIT. '

If we fail to qualify as a REIT, we would be subject to federal income tax at regular corporate rates. In
addition to these taxes, we may be subject to the federal alternative minimum tax. Unless we are entitled to relief
under specific statutory provisions, we could not elect to be taxed as a REIT for four taxable years following the
year during which we were disqualified. Therefore, if we lose our REIT status, the funds available for distribution
to you, as a stockholder, would be reduced substantially for each of the years involved.

Excessive non-real estate asset values may jeopardize our REIT status. In order to qualify as a REIT, at
least 75% of the value of our assets must consist of investments in real estate, investments in other REITs, cash and
cash equivalents, and government securities. Our secured equipment leases would not be considered real estate
assets for federal income tax purposes. Therefore, the value of the secured equipment leases, together with any
other property that is not considered a real estate asset for federal income tax purposes, must represent in the
aggregate less than 25% of our total assets.

In addition, under federal income tax law, we generally may not own securities in, or make secured
equipment loans to, any one company (other than a REIT, a qualified REIT subsidiary or a taxable REIT subsidiary)
which represent in excess of 10% of the votmg securities or 10% of the value of all securities of any one company,
or which have, in the aggregate, a value in excess of 5% of our total assets, and we may not own securities of one or
more taxable REIT subsidiaries which have, in the aggregate, a valuev in excess of 20% of our total assets. For
federal income tax purposes, the secured equipment leases would be considered loans which are not secured by an
interest in real property. The value of the secured equipment leases entered into with any particular tenant under a
lease or entered into with any particular borrower under a loan must not represent in excess of 5% of our total assets
and, except with respect to secured equipment leases which provide for fixed "rent" or payments which represent a
percentage of the tenant's gross income and fixed timing of all such payments as well as repayment of the financed
amount ("Straight Debt"), must not represent in excess of 10% of the value of the tenant's total securities. Each of
the secured equipment leases will be structured as Straight Debt.
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The 25%, 20%, 10% and 5% tests are determined at the end of each calendar quarter. If we fail to meet
any such test at the end of any calendar quarter, and such failure is not remedied within 30 days after the close of
such quarter, we will cease to qualify as a REIT, unless certain requirements are satisfied.

We may have to borrow funds or sell assets to meet our distribution requirements. Subject to some
adjustments that are unique to REITs, a REIT generally must distribute 90% of its taxable income. For the purpose
of determining taxable income, we may be required to accrue interest, rent and other items treated as earned for-tax
purposes but that we have not yet received. In addition, we may be required not to accrue as expenses for tax
purposes some items which actually have been paid or some of our deductions might be disallowed by the Internal
Revenue Service. As aresult, we could have taxable income in excess of cash available for distribution. If this
occurs, we may have to borrow funds or liquidate some of our asséts in order to meet the distribution requlrement
applicable to a REIT. 'If we cannot do so, we may lose our REIT status.

0wnersth limits may discourage a change in control.  For the purpose of protecting our REIT status,
our Amended and Restated Articles of Incorporation generally limit the ownership by any single stockholder of any
class of our capital stock, including common stock, to 9.8% of the outstanding shares of that class. Our Amended
and Restated Articles of Incorporation also prohibit anyone from buying shares if the purchase would result in our
losihg our REIT status. For example, we would lose our REIT status if we had fewer than 100 different
stockholders or if five or fewer stockholders, applying certain broad attribution rules of the Internal Revenue Code
of 1986, owned 50% or more of our common stock. These restrictions may discourage a change in control, deter
any attractive tender offers for our common stock or limit the opportunity for you or other stockholders to receive a
premium for your common stock in the event a stockholder is making purchases of shares of common stock in order
to acquire a block of shares.

We may be subject to other tax liabilities. Even:if we qualify as a REIT, we may be subject to some
federal, state and local taxes on our income and property that could reduce operating cash flow.

Changes in tax laws may prevent us from qualifying as a REIT. As we have previously described, we are
 treated as a REIT for federal income tax purposes. However, this treatment is based on the tax laws that are
currently in effect. We are unable to predict any future changes in the tax laws that would adversely affect our
status as a REIT. If there is a change in the tax laws that prevents us from qualifying as a REIT or that requires
REITs generally to pay corporate level income taxes, we may not be able to make the same level of distributions to
our stockholders.

Item 1B. Unresolved Staff Comments
Not applicable.
Item 2. Properties

“Characteristics of Our Seniors' Housing Leases. Seniors' Housing Properties are leased on a long-term
(generally 15 years), triple-net basis, whereby the tenants are generally responsible for all operating expenses
relating to the Property iricluding property taxes, maintenance, repairs, utilities and insurance as well as capital

, expendltures that may be reasonably necessary to maintain the leasehold in a manner that allows operation for its
intended purpose. Substantially all of the leases provide options that allow the tenants to renew the leases for 5 to
20 successive years subject to the same terms and conditions as the initial leases. These leases provide for minimum
annual base rent payments, generally payable monthly in arrears, that increase at predetermined intervals (typically on
an annual basis) during the terms of the leases. In addition to minimum annual base rent, many tenants are subject to
contingent rent if the Properties achieve specified operating performance thresholds. The amount of contingent rent
payable is based on factors such as percentage of gross revenues, occupancy rates of the Properties or a percentage
of our investment in the Property. The majority of the leases also provide for the tenant to fund, in addition to its lease
payments, a furniture, fixture and equipment ("FF&E") reserve fund. In such cases, the tenant deposits funds into the
FF&E reserve account and periodically uses these funds to cover the cost of the replacement, renewal and additions to
FF&E. We may be responsible for capital expenditures or repairs in excess of the amounts in the reserve fund, and the
tenant generally will be responsible for replenishing the reserve fund and for paying a specified return on the amount of
capital expenditures or repairs paid for by us in excess of amounts in the reserve fund. ‘
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At December 31, 2005, 33 of our Seniors' Housing Properties were accounted for as direct financing leases
with terms that range from 10 to 35 years (expiring between 2013 and 2038). Certain of these direct financing leases
contain provisions that allow the lessee to elect to purchase the Property during or at the end of the lease term for our
initial investment amount. Certain of the leases also permit us to require the tenants to purchase the Properties at the end
of the lease terms for our initial investment amount.

The Seniors' Housing lessees' ability to satisfy the lease obligations depends primarily on the Properties'
operating results. We select Properties for investment based on a credit underwriting process designed to identify those
Properties that management believes will be able to fund such lease obligations. To mitigate credit risk, certain leases
are combined into portfolios that contain cross-default terms, meaning that if a tenant of any of the Properties in a
portfolio defaults on its obligations under its lease, we may pursue remedies under the lease with respect to any of
the tenant's Properties in the portfolio ("Cross-Default”). In addition, certain portfolios contain terms whereby the -
net operating profits of the Properties are combined for the purpose of funding rental payments due under each lease
("Pooling™). For certain Properties, we require security deposits, tenant or operator guarantees or additional types of
income support. Guarantees or other forms of credit support may be necessary if a Seniors' Housing facility is still
in the process of achieving a stable occupancy rate, in which case the Property would not be able to generate
minimum rent until reaching occupancy stabilization. In order to determine the amount of the guarantee that would
be needed to fund minimum rent, we estimate future cash flows available to the tenant to pay minimum rent based
on projected occupancies and an analysis of the surrounding real estate market, including demographic information
and industry standards, to predict operating expenses. Our estimates are based on assumptions and there can be no
assurances as tQ the actual amounts that will need to be paid under the guarantees.

Characteristics of Our Medical Facilities Leases. We own both single-tenant and multi-tenant medical
office buildings, specialty hospitals and walk-in clinics that are leased on either a triple-net or gross basis, primarily
to tenants in the health care industry. The leases have initial terms of 5 to 15 years, provide for minimum rent and
“are generally subject to renewal options. Substantially all leases require minimum annual rents to increase at
predetermined intervals during the lease terms. Under our gross leases, tenants generally will be responsible for a
certain capped amount of repairs, maintenance, property taxes, utilities and insurance and we will be responsible for
the balance.

Major Tenants and Operators. As of December 31, 2005, we leased our Seniors' Housing Properties to 22
tenants. Two tenants affiliated with Horizon Bay Management, LLC ("Horizon Bay") contributed 21% of our total
revenues for the year ended December 31, 2005. As of December 31, 2005, 10 of our tenants, each of which is a
subsidiary or affiliate of Harbor Retirement Associates, LLC (the "HRA Tenants"), contributed 22% of total revenues.
No other Seniors' Housing tenant contributed more than 10% of total revenues. Our other tenants include other affiliates
of Horizon Bay and subsidiaries or affiliates of: American Retirement Corporation {"ARC"); Aureus Group, LLC
("Aureus"); Eby Realty Group, LLC ("Eby"); Encore Senior Living, LLC ("Encore"); Erickson Retirement Communities,
LLC; Greenwalt Corporation ("Greenwalt"); Prime Care Properties, LLC; Summit Companies, Incorporated; Solomon
Senior Living Holdings, LL.C; and Sunrise Senior Living Services, Inc.("Sunrise"). Several of our Seniors' Housing
tenants, including the HRA Tenants, are thinly capitalized corporations that rely on the cash flow generated from the
Seniors' Housing facilities to fund rent obligations under their leases. Our Medical Facilities are leased to more than 700
tenants. Tenancy in the Medical Facilities is generally a mix of physician practices and we also lease space to several
large hospital systems and other health care providers. See "Item 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations — Accounts and Other Receivables” below for a description of past due
rent receivables and the reserve for doubtful accounts attributable to certain of our major tenants and operators.

Although we acquire Properties located in various states and regions and screen our tenants in order to reduce
risks of default, failure of Horizon Bay, the HRA Tenants or our other tenants, their guarantors or the Sunrise or
Horizon Bay brands would significantly impact our results of operations. It is expected that the percentage of total
rental income contributed by Horizon Bay and the HRA Tenants will decrease as additional Properties are acquired and
leased to diversified tenants.

On September 1, 2004, a company which is owned by our chairman of the board sold its 30% voting
membership interest in a limited liability. company which is affiliated with the HRA Tenants to the remaining members of
the limited liability company. The HRA Tenants contributed 30% and 35% of our total revenues for the years ended
December 31, 2004 and 2003, respectively.
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The following table summarizes information about our operator and manager concentration, excluding five
Properties that are held for sale, as of December 31, 2005 (dollars in thousands):

. : Number of Total Annualized Percent of
Operator or Manager | Facilities Investment ~ _ Revenue (1) Revenue

Seniors' Housing: .
Sunrise Senior Living Services, Inc. 107 $ 1,480,990 $ 152,531 42%
Horizon Bay Management, LLC - 27 768,799 82,925 22%
Encore Senior Living, LLC 17 143,177 © 15,157 4%
American Retirement Corporation 8 - 154,623 18,103 5%
Harbor Assisted Living, LLC C 7 65,811 6,551 2%
Erickson Retirement Communities, LLC (2) 6 131,880 19,351 5%
Eby Realty Group, LLC 6 33,994 4,033 1%
CateredLife Communities, Inc. 5 32,846 4,155 1%
Other 1 46,207 — —%
184 2,858,327 302,806 82%

Medical Facilities:

The DASCO Company ' 53 377,452 38,436 10%
The Cirrus Group, LLC 10 117,488 10,504 N 3%
. Four third-party managers - 10 149,844 17,789 5%
‘ 73 644,784 66,729 18%
257§ 3,503,111 369,535 100%

(1) In 2005, we added Properties to our investment portfolio throughout the year. In order to evaluate the
ongoing effect of operator or manager concentrations we have calculated an annualized revenue amount
based on each Property’s actual rental income from operating leases or earned income from direct
financing leases during the year ended December 31, 2005..

(2) Land only leases.

As of December 3 1, 2005, we had invested approximately $3.5 billion in 262 Properties located in 33 states.
Generally, our Properties conform to the following specifications of size and type of land and buildings:

Independent Living Facilities. Independent living facilities offer a lifestyle choice, including residential
accommodations with access to services, such as housekeeping, transportation, dining and social activities, for those
who wish to maintain their lifestyles independently. The independent living facilities are primarily apartment buildings
which contain a significant amount of common space to accommodate dining, recreation, activities and other support
services for senior citizens. These properties range in size from 100 to 500 units with an average size of approximately
225 units. Units include studios and one and two bedroom units ranging in size from 450 square feet to over 1,500
square feet. Residents generally pay the operator of the facilities a base rent for their housing, which may include a
meal program. In addition, a menu of other services is provided at an additional charge. The cost of independent living
facilities generally ranges from $10 million‘to $60 million.

Assisted Living Facilities. Assisted living facilities provide a combination of housing, supportive services,
personalized assistance and health care to their residents in'a manner which is designed to respond to individual needs.
These facilities generally offer a lower-cost alternative to skilled nursing facilities for those who do not require
intensive nursing care. Assisted living facilities may include units for residents with Alzheimer's and related memory
disorders. Current industry practice generally is to build freestanding assisted living facilities with an average of
between 40 and 150 units, depending on such factors as market forces, site constraints and program orientation.
Current economics place the size of the private living space of a unit in the range of 300 square feet for an efficiency
unit to 750 square feet for a large one bedroom unit. Units are typically private, allowing residents the same general
level of control over their units as residents of a rental apartment would typically have. Common areas of the most
recently developed assisted living facilities may total as much as 30% to 40% of the square footage of a facility. The
cost of assisted living facilities generally ranges from $5 million to $25 million.

Skilled Nursing Facilities. In addition to housing, meals, transportation and housekeeping, skilled nursing
facilities provide comprehensive nursing and long-term care to their residents. Skilled nursing facilities may be
freestanding or attached to a larger facility. The facilities are designed to meet institutional standards for safety. The
rooms in skilled nursing facilities are equipped with patient monitoring devices and emergency call systems. Oxygen
systems may also be present. Both multiple floor and single floor designs are common. Individual rooms in skilled
nursing facilities may be as small as 100 square feet, with common areas varying greatly in size. The cost of skilled
nursing facilities generally ranges from $5 million to $10 million.
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Continuing Careé Retirement Communities. Independent living facilities sometimes have assisted living and/or
skilled nursing facilities attached or adjacent to their locations. ‘When this occurs, the projects are often referred to as
continuing care retirement communities ("CCRC") or life care communities. The intent of CCRCs or life care
communities is to provide a continuum of care to the residents. As residents age and their health care needs increase,
they can receive the care they need without having to move away from the "community” which has become their home.

CCRCs typically operate-on a fee-for-service basis and the units are rented on a morithly basis to residents, while life
care communities generally charge an entrance fee that may be partially refundable, plus a monthly-maintenance fee.
CCRCs and life care communities are the most expensive type of seniors' housing with prices for each facility gerierally
ranging from $40 million to over $200 million. :

‘Medical Office Buildings. Medical office buildings, including physicians’ offices, special purpose facilities
such as laboratories, diagnostic, cancer treatment and outpatient centers, and walk-in clinics are conventional office
buildings with additional plumbing, mechanical and electrical service amenities which facilitate physicians and medical
delivery companies in the practice of medicine, laboratory research and delivery of health care services. These facilities
can range in size from 3,000 square feet (walk-in clinic) to up to 150,000 square feet (medical office building) with -
costs generally ranging from $1 million to $10 million: It is common for medical office buildings to be located in close
proximity to hospitals where physicians have practice privileges.

Specialty Hospitals: ‘Specialty Hospitals are facilities that provide specialized procedures, usually cardiac,
orthopedic or surgical, on an inpatient or outpatient basis. Specialty Hospitals are licensed as acute care hospitals,
but they are typically smaller and more specialized. They usually do not have emergency rooms and can range from
20,000 to over 100,000 square feet, depending on the number of beds and operatmg rooms. :

Generally, Properties acquired consist of land, building and equipment, however«, in certain cases we may
acquire only the land underlying the building with the building owned by the tenant or a third party, and we also may
acquire the building only with the land owned by a third party. We own fée title to all Properties; except for Properties
which are owned by ‘certain partnerships and joint ventures in which case the partnerships or joint ventures have fee
title ownership and Properties which are subject to ground leases. In general, the Properties are freestanding and
surrounded by paved parking areas and landscaping. Although buildings may be suitable for conversion to various uses
through modifications, some Properties may not be economically convertible to other uses.
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The following table summarizes the facility type, location, number of units or square footage, our
investment amount at December 31, 2005, and the annualized rental income and rental income for the year ended
December 31, 2005, excluding five Properties held for sale. Seniors' Housing facilities are apartment-like facilities
and are therefore stated in units. Medical Facilities are measured in square feet (dollars in thousands):

Rental Income

For Year
Number : Ended
Facility Type and of Number Square Total Annualized ‘December
Location Facilities of Units Feet Investment 1) 31, 2005
Assisted Living Facilities: .

Alabama 2 198 — § 16,529 § 1,950 § 1,950
Arizona 3 180 - — 24,165 2,559 1,919
California ' - 16 1,860 — 197,193 19,606 19,402
Colorado 4 635 — 70,639 8,409 8,409
Connecticut 2 227 — 23,019 2,693 2,693
Florida 18 1,538 _— 133,352 . 13,954 12,795
Georgia . 9 736 — 71,187 8,150 8,150
llinois 9 666 — 87,038 10,305 10,305
Indiana 3 198 —_ 17,490 2,164 2,164
lIowa 2 80 s — 11,742 1,402 1,402
Kansas 1 152 — 20,476 2,359 2,359
Kentucky 2 188 — 15,005 1,860 1,860
Maryland 8 776 — 116,947 13,553 13,553
Massachusetts 4 396 — 61,397 6,815 6,815
Michigan 4 330 — 44,085 5,055 5,055
Missouri 2 152 — 37,428 3,246 3,246
Nebraska 1 150 . ‘ — 12,723 1,462 1,462
New Jersey 7 756 — - 115,450 13,122 . 13,122
New York 2 202 : — 49,451 5,354 5,354
North Carolina 6 584 50,005 - 5,847 5,847
Ohio 5 419 — 37,353 4,345 4,345
Oklahoma 2 212 — 8,235 999 999
Oregon 1 96 11,495 1,225 919
Rhode Island 1 128 — 19,202 2,105 2,105
South Carolina 5 426 ' — 31,863 3,911 3,911
Tennessee 2 205 — 16,054 1,999 . 1,999
Texas 6 486 - — 64,437 8,143 8,143
Utah 1 158 — 14,633 1,929 1,929
Virginia 5 382 : — 44,983 4,840 4,840
Washington 5 367 — 46,551 4,522 4,522

' 138 12,883 k — $ 1470,127 § 163,883 § 161,574

Independent Living Facilities: : I

Alabama 2 540 : — § 82285 % 9,295 $ 9,295
Arizona 1 211 - 46,562 5,125 5,125
Arkansas 1 163 — 10,823 1,365 1,365
California 3 558 — 85,197 9,234 8,392
Florida 5 1,362 — 251,139 22,478 22,498
Illinois 5 1,016 — 177,163 19,296 18,316
Kentucky 1 120 — 10,496 1,322 1,322
Oregon 1 265 — 18,697 1,994 1,495
Rhode Island 6 725 — 104,066 11,360 - 11,360
Texas 9 2,635 — 190,564 20,103 20,103
Utah 1 75 — 4,969 © 530 397
Virginia 2 275 . —_ 42,537 4,423 4,423

' 7 7,945 — § 1,024498 § 106,525 § 104,091
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Rental Income

. For Year
, Number Ended
Facility Type and of Number Square Total Annualized December
Location Facilities _of Units Feet Investment () 31,2005
CCRCs: : _ _ .
"Pennsylvania 1 542 T — § 109,845 § 7682 §$ 7,682
Virginia 1 487 — 84,308 5,364 5,364
) 2 1,029 _ —. $ 194,153 § 13,046 § 13,046
Land Only Leases:
Tllinois 1 — — 5 28,493 § 4,103 § 4,103
Massachusetts 2 — — 40,266 6,007 - 6,007
Michigan 1 — — 17,909 2,568 2,568
Pennsylvania 1 — — 21,088 3,173 3,173
Texas 1 — — 24,124 3,501 3,501
6 — — § 131,880 $ 19,352 § 19,352
Seniors' Housing Property ;
Under Construction: :
New Jersey 1 — — & 37,669 $ — 1,023
Medical Office Buildings:
Arizona 3 — . 286,686 $ 37894 § 4,737 § 4,737
California, .4 — 272,386 61,415 5,982 5,982
Colorado 4 — © 215,644 41,800 4,709 4,709
Florida 11 — . 550,357 85,016 9,808 9,808
Georgia 1 — 14,680 2,605 286 286
1llinois 6 — 274,391 47,028 - 5,749 5,548
Indiana 1- — 79,762 6,700 251 209
Kentucky 2 — 115,975 14,431 1,432 1,432
Maryland 2 — 78,940 14,161 1,433 1,433
Mississippi 3 — 132,204 21,484 1,621 1,621
Nebraska 1 — 97,262 11,824 481 481
North Carolina 4 — 104,889 20,692 1,531 1,531
- Oklahoma ' 3. — 128,910 20,667 1,826 1,111
Tennessee 2 — 108,077 16,096 2,423 1,211
Texas 16 — 885,355 180,523 17,691 14,063
Virginia 2 — 147,792 34,190 13,978 3,978
65 — 3493310 § 616,526 § 63938 § . 58,140
Specialty Hospital:
Texas 1 — 57,584 § 18,168 $ 2,280 § 572
Walk-in Clinics: .
Arkansas 2 — 42,781 § . 4479 § 502 $ 251
Medical Facilities.
Under Construction:
Colorado 1 — — 8 — 3 — $ —
Maryland 1 — — 995 — —
Texas 2 — — 538 — —
Virginia 1 — — 4,078 — 93
5 — — $ 5611  § — 3 93
257 21,857 3,593,675 $ 369,535 $ 358,142

- 16
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(1) In 20035, we added Properties to our investment portfolio throughout the year. In order to evaluate the ongoing
effect of operator or manager concentrations we have calculated an annualized revenue amount based on each
Property’s actual rental income from operatmg leases or earned income from direct financing leases during the

year ended December 31, 2005

Item 3. Legal Proceedings

From time to time, we are exposed to litigation arising from an unidentified pre-acquisition contingency or
from the operation of our business. Although currently exposed to such litigation, we do not believe that resolution
of these matters will have a material adverse effect on our financial condition or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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PART II

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities '

As of January 31, 2006, there were 91,280 stockholders of record of our common stock. There is no public
trading market for the shares of common stock, and even though we intend to List the shares on a national securities
exchange or over-the-counter market on or before December 31, 2008, if market conditions are satisfactory, there is no
assurance that we will List our shares or that a public market for the shares will develop, even if Listed. If we do not
List our shares by December 31, 2008, we will commence an orderly liquidation of our assets and the distribution of net
proceeds to our stockholders. We continue to monitor the market to determine if or when to List or pursue other
strategic alternatives.

We have a redemption plan under which we may elect to redeem shares, subject to certain conditions and
limitations. Under the redemption plan, prior to such time, if any, as Listing occurs, any stockholder (other than the
Advisor) who has held shares for at least one year may present all or any portion equal to at least 25% of his or her
shares to us for redemption at any time, in accordance with the procedures outlined in our redemption plan. Upon
presentation, we may, at our sole option, redeem such shares for cash subject to certain conditions and limitations.
Redemptions are limited to the extent sufficient funds are available, however, at no time during a 12-month period
may the number of shares redeemed by us exceed 5% of the number of shares of our outstanding common stock at
the beginning of such 12-month period. The full amount of proceeds available from our distribution reinvestment plan
is available for redemptions. In addition, we may, at our discretion, use up to $100,000 per calendar quarter of the
proceeds of any public offering of our common stock for redemptions. There is no assurance that there will be
sufficient funds available for redemptions and, accordingly, a stockholder's shares may not be redeemed. Any shares
we acquire pursuant to the redemption plan will be retired and no longer available for re-issuance. Our Board of
Directors, at its discretion, may amend or suspend the redemption plan at any time they determine that such amendment
or suspension is in our best interest. The redemption price under the 2004 Offering is $9.50 per share.

The following table contains information related to all common stock purchased by us during the fourth
quarter of 2005, which consisted of shares redeemed pursuant to the redemption plan:

Total Number

of Shares Maximum
Purchased as Dollar Value of
Part of a Shares that May

Total Number Average Publicly Yet Be

of Shares Price Paid per Announced Purchased
Period Purchased Share Plan Under the Plan
October 1-31, 2005 - $ — = $ —
November 1-30, 2005 — — — —
December 1-31, 2005 874,772 9.50 874,772 65,895,116
874,772 $§ 950 874,772 3§ 65,895,116

As of December 31, 2005, the offering price per share of common stock was $10.00. The offering price per
share was determined by us at our sole discretion based upon the price we believed investors would pay for the shares
and on certain other considerations and may not represent the fair market value of the shares. Our shares are not
publicly traded and there is no public market for the shares on which to base market value. We did not take into
account the value of the underlying assets in determining the price per share. Investors are cautioned that common
stock not publicly traded 1s generally considered illiquid and the price paid per share may not be realized when an
investor seeks to liquidate his or her common stock.
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For the years ended December 31, 2005, 2004 and 2003, we are aware of total shares of 78,959, 29,801
and 6,000, respectively, that were traded between stockholders. The price paid for the shares traded was subject to
negotiation by the purchaser and the selling stockholder. Other than these trades of our shares, purchases made in
our public offerings and redemptions of shares by us, we are not aware of any other trades. The following table
reflects, for each calendar quarter, the high, low and average sales prices for transfers of shares that we are aware of
during 2005 and 2004:

2005
High ' Low Average
First Quarter : $ 8.6l $ 8.6l $ 861
Second Quarter 991 8.95 9.57
Third Quarter 9.39 8.55 9.15
Fourth Quarter 9:43 8.95 9.12
2004
High Low Average
First Quarter - $  10.00 $ 10.00 $ +-10.00
Second Quarter ' ‘ 1000 9.50 . 9.52
Third Quarter 9.25 6.50 7.09 -
Fourth Quarter 10:00 689 8.36

We expect to make distributions to our stockholders pursuant to the provisions of our Amended and Restated
Articles of Incorporation, as amended. For the years ended December 31, 2005 and 2004, we declared cash
distributions of $176.0 million and $147.2 million, respectively, to stockholders. For the years ended December 31,
2005 and 2004, approximately 67% and 60%, respectively, of distributions paid to stockholders were considered
ordinary income and approximately 33% and 40%, respectively, were considered a return of capital for federal income -
tax purposes. No amounts distributed to stockholders for the years ended December 31, 2005 and 2004, were required
to be or have been treated by us as a return of capital for purposes of calculating the stockholders' retum on their
invested capital.

The following table presents total distributions (in thousands) and distributions per share:

2005 Quarter : First Second Third Fourth " Year

Total distributiohs declared s 42,592 'S 44,004 $ 44,407 § 44,955 $ 175,958
Distributions per share 0.1776 . § 0.1776 $ 0.1776 $ 0.1776 $ 0.7104

&

2004 Quarter | . First Second - Third Fourth Year

Total distributions declared $ 28,841 $ 37,344 $ 39,755 $ 41,216 $ 147,156
Distributions per share $ 0.1776 $ 0.1776 $ 01776+ % 0.1776 $ 0.7104

On January 1, February 1 and March 1, 2006, we declared‘distributions to stockholders totaling $45.5 million
(80.1776 per share), payable by March 31, 2006, to stockholders of record as of each respective date.

We intend to continue to declare cash distributions to stockholders on a monthly basis, payable quarterly,
during the offering period, and quarterly thereafter. We are required to distribute annually at least 90% of our REIT
taxable income to maintain our objective of qualifying as a REIT. Distributions will be made at the discretion of the
Board of Directors, depending primarily on net cash from operating activities and our general financial condition,
subject to the obligation of the Board of Directors to cause us to remain qualified as a REIT for federal income tax
purposes. We have and may in the future use our Revolving LOC to pay distributions to stockholders. During the
years ended December 31, 2005 and 2004, distributions paid to stockholders of $0 and $7.6 million, respectwely, '
were supported by borrowmgs under our Revolving LOC.
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Item 6. Selected Financial Data

(Amounts in thousands except per share data) At December 31 or For the Year Ended:
C 2005 . 2004 2003 2002 2001
Financial Data: '

Revenues ‘ $ 384,083 $ 262,769 $ 93,008 § 16,416 $ 1,764
General and administrative expenses $ 21,376 $ 14,740 $ 5,462 $ 1,365 $ 95(1)
Income from continuing operations $ 142415 $ 118,351 § 57,864 $ 11,041 o $ 916
Income (loss) from discontinued ' :

operations $ (6,834) $ (433) § 596 $ 331 $ —
Net income $ 135,581 $ 117,918 $ 58,460 $ 11,372 $ 916
Income from continuing operations

per share s 0.57 $ 0.56 $ 0.65 $ 050 $ 038
Income (loss) from discontinued )

operations per share . $ (0.02) $ — $ 0.0t $ 002 $ —
Net income per share $ 0.55 $ 0.56 $ 0.66 $ 052 § 038
Cash distributions paid per share $ 0.71 $ 0.71 $ 0.71 $ 0.70 $ 070
Weighted-average number of shares . .

outstanding (basic and diluted) 248,298 210,343 88,840 22,035 2,391
Cash distributions declared $ 175,958 $§ 147,156 $ 59,784 § 14,379 $ 1,507
Cash from operating activities , $ 188,309 $ 139,573 $ 60,807 . $ 16,785 § 2,173
Cash used in investing activities $ (417,880) $ (1,309,869)  $(1,012,749) $(358,090) $ (22,931)
Cash from financing activities $ 272,692 $ 1,054,987 $ 1,078,232 $ 355,384 $ 47,301
Funds from operations (2) $ 234,176 $ 181,186 $ 76,256 $ 14,610 $ 1,440
Real estate investment properties $ 3,503,111 $ 3,159,236 $ 1,512,998 $ 379,980 $ 35,233

Total assets $ 3,838,761 $ 3,369,641 $ 1,761,899 $ 41,765 $ 64,447
" Debt obligations $ 1,536,766 $ 1,193,548 $ 392,583 $ 45327 $ —
Total liabilities $ 1,605,253 $ 1,263,923 $ 415958 $ 51,970 § 3,537
Minority interests $ 5,701 $ 2,361 $ — $ — $ —
Stockholders’ equity $ 2,227,807 $ 2,103,357 $ 1,345,941 $ 389,795 § 60,910
~ Other Data:

Properties owned at end of period 262 222 119 37 3
Properties acquired during period 40 103 82 34 2
(1) During the Expense Year ended June 30, 2001, operating expenses exceeded the Expense Cap by $0.1

million; therefore, the Advisor reimbursed us such amounts in accordance with the Advisory Agreement.
(2) We consider funds from operations ("FFO") to be an indicative measure of operating performance due to

the significant effect of depreciation of real estate assets on net income. FFQO, based on the revised
definition adopted by the Board of Governors of the National Association of Real Estate Investment Trusts
("NAREIT") and as used herein, means net income determined in accordance with generally accepted
accounting principles ("GAAP"), excluding gains or losses from sales of property, plus depreciation and
amortization of real estate assets and after adjustments for unconsolidated partnerships and joint ventures.
(Net income determined in accordance with GAAP includes the non-cash effect of straight-lining rent
increases throughout the lease terms. This straight-lining is a GAAP convention requiring real estate
companies to report rental revenue based on the average rent per year over the life of the leases. During the
years ended December 31, 2005, 2004 and 2003, net income included $46.7 million, $40.4 million and $13.2
million, respectively, of these amounts.) We believe that by excluding the effect of depreciation, amortization
and gains or losses from sales of real estate, all of which are based on historical costs and which may be of
limited relevance in evaluating cutrent performance, FFO can facilitate comparisons of operating performance
between periods and between other equity REITs. FFO was developed by NAREIT as a relative measure of
performance and liquidity of an equity REIT in order to recognize that income-producing real estate
historically has not depreciated on the basis determined under GAAP. However, FFO (i) does not represent
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cash generated from operating activities determined in accordance with GAAP (which, unlike FFO, generally
reflects all cash effects of transactions and other events that enter into the determination of net income), (ii) is
not necessarily indicative of cash flow available to fund cash needs and (iii) should not be considered as an
alternative to net income determined in accordance with GAAP as an indication of our operating performance,
or to cash flow from operating activities determined in accordance with GAAP as a measure of either liquidity
or our ability to make distributions. FFO as presented may not be comparable to amounts calculated by other
companies. Accordingly, we believe that in order to facilitate a clear understanding of the consolidated
historical operating results, FFO should be considered in conjunction with our net income and cash flows as
reported in the accompanying consolidated financial statements and notes thereto.

The following is a reconciliation of net income to FFO for each of the years in the five-year period ended
December 31, 2005 (in thousands): :

Year Ended December 31,
2005 2004 2003 2002 2001
Net income $ 135581 $117918 $ 58460 $ 11,372 % 916
Adjustments:

Depreciation of real estate assets . »

Continuing operations 84,275 53,839 16,106 2,946 524

Discontinued operations _ 220 512 261 122 —
Amortization of lease intangibleé

Continuing operations 13,912 8,563 1,139 230 —

Discontinued operations 21 50 29 24 —
Amortization of deferred leasing costs . .

Continuing operations A 540 32 — —_ —
Effect of unconsolidated entity 404 428 . 261 150 —
Effect of minority interests (777): (156) — (234) —

$ 234176 .$ 181,186 S 76256 $ 14,610 _§ 1440

FFO per share (basic and diluted) 3 094 § 08 § 08 $ 066 $ 060
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

Forward-looking Statements

The following information contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These -
statements are based on current expectations, estimates and projections about future events, including but not
limited to the acquisition of pending investments and the sale of certain Properties. These statements that concern
events that are not historical facts, are generally characterized by the use of terms such as "believe," "estimate,"
"intend," "expect," "may," "will," "could," "would" and "plan" or future conditional verb tenées, and variations er
negatives of such terms. Such forward-looking statements involve known and unknown risks, uncertainties and
other factors which may cause the actual results, performance or achievements to be materially different from any
future results, performance or achievements expressed or implied in such forward-looking statements. Certain of
these risks are described in "Item 1A. Risk Factors" above. In addition, certain factors that might cause such a
difference in actual results, performance or achievements include the following: changes in general economic
conditions, changes in local and national real estate conditions, availability of capital from borrowings under our
Revolving LOC and availability of an on-going Revolving LOC, continued availability of proceeds from our equity
offerings, our ability to obtain permanent financing on satisfactory terms, the ability of certain of our tenants and
operators to enhance cash flow from operations at our Properties that are experiencing operating performance
deficiencies, our ability to close on pending acquisitions, our ability to sell the Properties currently held for sale, our
ability to continue to locate suitable Properties and borrowers for our Mortgage Loans, other loans and Secured
Equipment Leases, and the ability of tenants and borrowers to make payments under their respective leases, or the
Senior Secured Term Loan: Given these uncertainties, readers are cautioned not to place undue reliance on such
statements. We disclaim any obligation or undertaking to publicly release any updates or revisions to any forward-
looking statement contained herein to reflect any change in our expectations with regard thereto or any change in
events, conditions or circumstances on which any such statement is based. Although we believe our current
expectations are based upon reasonable assumptions, we can give no assurance that expectations will be attained.

Business Overview

Our continuing focus during 2005 was on (i) stabilizing the operating performance of our Properties, (i1)
developing new relationships and strengthening existing relationships with our tenants, operators and managers (iii)
strengthening existing relationships with lenders, and (iv) raising capital through our equity offering and investing
the proceeds in Properties and Other Permitted Investments.

@) We worked closely with our tenants and operators to identify cash flow enhancing strategies where we
identified deficiencies. Where necessary, we restructured lease terms and made capital expenditures to
upgrade the Properties, on which we will receive a return from the tenant. We also determined to hold
for sale and recognized impairment losses on three Properties that were identified as under-performing
when acquired with their respective portfolios.

(ii) © We developed new relationships with Seniors' Housing tenants and operators. In addition, we entered
into a new relationship with Cirrus to acquire, manage and develop new and existing Medical
Facilities. As of March 15, 2006, we have acquired 14 Medical Facilities and two specialty hospitals
through this relationship. We continued to foster our relationship with DASCO which, as of
December 31, 2005, managed forty-eight of our Medical Facilities and was developing five of our
Medical Facilities. '

(iii) - We strengthened our relationship with lenders as we obtained or assumed $348.6 million of permanent
financing, entered into interest rate swap agreements tied to debt with an aggregate notional amount of
$233.8 million that reduced our aggregate variable-interest-rate debt, drew $63.4 million under our
construction loan facilities and amended our Revolving LOC to increase the borrowing capacity to
$400.0 million under more favorable terms. Additionally, we prepaid $58.3 million of above-market
variable-interest-rate mortgage debt and repaid $60.0 million under a term loan.

(iv) During the year ended December 31, 2005, we received gross offering proceeds net of redemptions of
‘ $178.4 million. We invested $435.4 million in the acquisition of 40 Properties, the funding of our
development projects and ongoing capital improvements of our Properties. We also funded a $16.0
million loan advance to a Cirrus affiliate under a five-year $85.0 million, Senior Secured Term Loan to-
finance the acquisition, development, syndication and operation of new and existing surgical
partnerships. o ‘ '
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As of December 31, 2005, we held real estate assets located in 33 states consisting of (dollars in
thousands): ;

Investment at

Number of December 31,
Properties 2005
Seniors' Housing facilities:
Operating : 183 $ 2,820,657
Under construction 1 ‘ 37,669
Medical Facilities:
Operating 68 639,174
Under construction _ 5 5,611
‘ 257 $ 3,503,111
Real estate held for sale . 5 $ 12,692

Liquidity and Capital Resources

We primarily invest in or develop Properties and may invest in Other Permitted Investments. As of March
15, 2006, we have relied on the sale of our common stock to fund a significant portion of our Property investments.
We also obtained funds through borrowings under permanent or construction financing, operating activities and
draws on our Revolving LOC. The 2004 Offering will close on or before March 26, 2006, and we do not presently
intend to commence a new offering. Therefore, we will need to rely on other sources of capital or debt to fund
Property acquisitions and development. We believe that over the short term, which is less than 12 months,
borrowings under permanent or construction financing, draws on our Revolving LOC and cash on hand at
December 31, 2005, will be sufficient to meet our forecasted capital requirements for Property investments, Senior
Secured Term Loan funding, capital expenditures and the re-tenanting of our Medical Facilities. Over the long
term, which is 12 months or more, we may raise capital by encumbering Properties, entering into joint venture
agreements with respect to our investments in new or existing Properties, 1ssu1ng preferred stock, selling existing
Properties, or we may stop investing in Properties.

Operating cash flow for the year ended December 31, 2005, was $188.3 million and is expected to increase
with a full year of operations for the 40 Properties that we acquired during 2005 and those forecasted to be acquired
during 2006. As of December 31, 2005, we have adequate construction funding to complete and open the
Properties under construction which we expect to generate additional operating cash flow.

We expect to continue to be able to pay distributions to maintain our REIT status, which requires that we
distribute at least 90% of our taxable income to stockholdérs. Operating cash flow is expected to provide a
significant portion of our distributions, and to the extent necessary, we may borrow funds from our Revolving LOC
to make distributions to stockholders. During 2006, we intend to maintain our quarterly distribution payment rate to
stockholders of $0.1776 per share. We expect that cash flow generated from operations will be sufficient to fund
distribution payments; however, if cash flow generated from operations is not sufficient, we may use borrowings
under our Revolving LOC to cover such shortage.
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Common Stock Offerings

Upon formation in December 1997, we received an initial capital contribution of $200,000 for 20,000 shares of
common stock from the Advisor. From our inception through December 31, 2005, we have made five public offerings of
our common stock and received subscriptions as follows (in thousands):

’ Offering Subscriptions
Offering Date Completed Shares (b) Amount Shares (¢) Amount

Initial Offering September 2000 15,500 $- 155,000 972 $ 9,719
2000 Offering May 2002 15,500 155,000 15,500 155,000
2002 Offering April 2003 45,000 450,000 45,000 450,000
2003 Offering April 2004 175,000 1,750,000 156,793 1,567,925
2004 Offering Open (a) ’ _400,000 4,000,000 41,548 415,485

651,000 $ 6,510,000 259,813 $2,598,129

(a) 2004 Offering will close on or before March 26, 2006.

(b) Includes reinvestment plan shares of 500 in each of the Initial and 2000 Offerings, 5,000 in the 2002 Offering,
25,000 in the 2003 Offering and 15,000 in the 2004 Offering,

(c) Includes reinvestment plan shares of 5 in the Initial Offering, 42 in the 2000 Offering, 129 in the 2002 Offering,
1,728 in the 2003 Offering and 8,749 in the 2004 Offering. ‘ ,

The price per share of all of the equity offerings of our common stock has been $10.00 per share with the
exception of (i) shares purchased pursuant to volume or other discounts and (ii) shares purchased through our
reinvestment plan which are currently priced at $9.50 per share. Selling commissions, marketing support fees, due
diligence expense reimbursements and other offering expenses will not exceed 13% of gross proceeds.

For the year ended December 31, 2005, net proceeds received from our offering of shares, after deduction
of selling commissions, marketing support fees, due diligence expense reimbursements, offering expenses and
redemptions, totaled approximately $160.0 million.

During the period January 1, 2006 through March 15, 2006, we received additional net offering proceeds of
$24.6 million, proceeds from new permanent financing of $89.3 million and incurred acquisition fees and costs of $3.5
million, including $2.7 million related to acquisition fees on the new permanent financing.

If we do not List our shares by December 31, 2008, we will commence an orderly liquidation of our assets
and the distribution of net proceeds to our stockholders. We continue to monitor the market to determine if or when

to List or pursue other strategic alternatives.
Redemptions

We have a redemption plan under which we may elect to redeem shares, subject to certain conditions and
limitations. Under the redemption plan, prior to such time, if any, as a Listing occurs, any stockholder who has held
shares for at least one year may present all or any portion equal to at least 25% of their shares to us for redemption
in accordance with the procedures outlined in the redemiption plan. Upon presentation, we may, at our option,
redeem the shares for cash, subject to certain conditions and limitations. Redemptions are limited to the extent
sufficient funds are available, however, at no time during any 12-month period may the number of shares we redeem
exceed 5% of the niumber of shares of our outstanding common stock at the beginning of the 12-month period. The
full amount of proceeds from our distribution reinvestment plan is available for redemptions. In addition, we may, at
our discretion, use up to $100,000 per calendar quarter of the proceeds of any public offering of our common stock for
redemptions. In the second quarter of 2004, we amended our redemption plan to change our redemption price from
$9.20 per share to $9.50 per share. During the years ended December 31, 2005, 2004 and 2003, 3,904,039 shares,
685,396 shares and 131,781 shares, respectively, were redeemed and retired for $37.1 million, $6.5 million and $1.2
million, respectively.
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Property Acquisitions

At December 31, 2005, our investment portfolio consisted of 262 Properties located in 33 states with an
aggregate investment amount of approximately $3.5 billion compared to 222 Properties located in 32 states with an
aggregate investment amount of approximately $3.2 billion at December 31, 2004. During 2005, we invested $435.4
million in 40 Properties, including the payout of $9.5 million in eamouts to the seller of two Properties acquired in
2003. The Properties acquired were (i) 18 Seniors' Housing facilities, consisting primarily of assisted living and
independent living facilities, (ii) 21 Medical Facilities consisting of 18 medical office buildings, 5 of which were under
construction, one specialty hospital and 2 walk-in clinics and (iii) a 10.4 acre parcel of land which we intend to sell.
Two Seniors' Housing facilities and four Medical Facilities that were under construction at December 31, 2004 or when
acquired during 2005 commenced operations during 2005. With the exception of one Seniors' Housing facility, we, as
lessor, entered into long-term, triple-net lease agreements relating to the Seniors' Housing facilities and shorter-term,
gross or triple-net lease agreements relating to the Medical Facilities. As of December 31, 2005, four of our Seniors'
Housing facilities and a parcel of land were held for sale.

The 40 Properties acquired during 2005 are subject to operating leases. Operating leases related to our
Seniors' Housing facilities generally provide for initial terms of 15 years with options that allow the tenants to renew the
leases for 5 to 20 successive years subject to the same terms and conditions as the initial leases. In addition to
minimum annual base rent, a number of the Seniors' Housing leases require contingent rent if operating performance or
occupancy rate thresholds, as defined in the lease agreements, are achieved. The leases generally also provide for the
tenant to fund, in addition to minimum rent payments, an FF&E reserve fund. The tenant deposits funds into the FF&E
reserve account and periodically uses these funds to cover the cost of the replacement, renewal and additions to
furniture, fixtures and equipment. Operating leases related to our Medical Facilities include both triple-net and gross
basis leases and generally have initial terms of 5 to 15 years. These leases provide for minimum rent and are generally
subject to renewal options. The gross basis leases allow us to recover a portion of the Medical Facility operating
expenses from the tenants, as specified in the lease agreements. Substantially all Property leases require minimum
annual base rent to be paid in monthly installments and to increase at predetermined intervals (typically on an annual
basis) during the terms of the leases. ' '

In accordance with Statement of Financial Accounting Standards No. 141, "Business Combinations" ("SFAS
141"), we allocate the value associated with having in-place operating leases at the date of acquisition to an intangible
lease asset or liability considering factors associated with lease origination costs, customer relationships and above- or
below-market leases. During 2003, we allocated $15.7 million of acquired real estate value to in-place lease origination
costs and customer relationships which are amortized over the remaining terms of the leases acquired with each
Property, $1.3 million to an intangible lease asset related to above-market lease values which are amortized to rental
income from operating leases. We also allocated $1.9 million to an intangible lease liability acquired with each
Property related to below-market lease values which are accreted to rental income from operating leases over the
remaining terms of the leases, including below-market lease extension, if any.

Other Investments

In August 2005, we entered into an agreement to provide a Cirrus affiliate with an interest only, five-year
Senior Secured Term Loan under which up to $85.0 million (plus capitalized interest) may be borrowed to finance
the acquisition, development, syndication and operation of new and existing surgical partnerships. During the first
48 months of the term, interest at the rate of 14.0% will accrue, of which 9.5% will be payable monthly and the
balance of 4.5% will be capitalized; thereafter, interest at the greater of 14.0% or LIBOR plus 9.0% will be payable
monthly. The loan is subject to equity contribution requirements and borrower financial covenants that will dictate
draw down availability, is collateralized by all of the assets of the borrower (comprised primarily of interests in
partnerships operating surgical facilities in premises leased from a Cirrus affiliate) and is guaranteed up to $50.0
_ million through a combination of (i) a personal guarantee of up to $13.0 million by a principal of Cirrus and (ii) a
guarantee of the balance by other principals of Cirrus under arrangements for recourse limited only to their interests
in certain entities owning real estate. At December 31, 2005, the balance outstanding under the Senior Secured
Term Loan was $16.0 million.

In connection with the Senior Secured Term Loan, we received stock warrants which are exercisable into a
10% to 15% ownership interest of the borrower. The stock warrants are exercisable at the earlier of an event of
default or the full repayment of the Senior Secured Term Loan and expire in September 2015.

In August 2004, we acquired a 55% interest in DASCO for $6.0 million including closing costs. We
allocated $5.8 million to goodwill, which represents the excess of the purchase price paid plus closing costs over the
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fair market value of the tangible assets (office furniture and equipment) acquired in the business acquisition. The

- purchase of the 55% interest in DASCO has provided and may continue to provide opportunities for us to
participate in new medical office development and acquisition opportunities, as well as enter the business of
managing Medical Facilities. As of December 31, 2005, DASCO managed forty elght of our Medical Facilities and
was developing five of our Medical Fac:lhtles

We own a 9.90% interest in CNL Plaza, Ltd., a limited partnership that owns an office building located in
Orlando, Florida, in which the Advisor and certain affiliates of the Advisor's parent company lease office space.
Our initial equity investment in the partnership was $0.3 million. Our share in the limited partnership's distributions
is equivalent to our equity interest in the limited partnership. The remaining interests in the limited partnership are
owned by several entities with present or former affiliations with the Advisor's parent company. On September 30,
2005, we severally guaranteed 16.67%, or $2.3 million, of a $14.0 million uncollateralized promissory note of the
limited partnership that matures December 31, 2010. As of December 31, 2005, the uncollateralized promissory
note had an outstanding balance of $13.9 million. We have not beén required to fund any amount under this
guarantee. In the event we are required to fund amounts under the guarantee, we believe that such amounts would
be recoverable either from operations of the related asset or proceeds upon liquidation.

Investments Subsequent to December 31, 2005 and Pending Investments

Investments Subsequent to December 31, 2005. In January 2006, we acquired seven Medical Facilities
from Cirrus for $84.5 million which we funded, in part, with proceeds from a new $56.3 million, ten-year mortgage
loan that bears fixed-rate interest at 5.59%. Four of the acquired Properties are located in Texas, two are in Arizona
and one is in Missouri, and in aggregate they contain approximately 255,000 square feet. C1rrus will manage the
. Properties.

Pending Investments. As of March 15, 2006, we had initial commitments to acquire from Cirrus majority
equity interests in five Medical Facilities for an aggregate price of $72.6 million and for which we have posted a
$4.6 million non-refundable deposit as of December 31, 2005. Four of the Medical Facilities are located in Texas,
and one Medical Facility is located in Oklahoma. We expect that Cirrus will manage the five Medical Facilities.
The acquisition of each of these investments is subject to the fulfillment of certain conditions. There can be no
assurance that any or all of the conditions will be satisfied or, if satisfied, that one or more of these investments will
be acquired by us.

Off-Balance Sheet Arrangements

Interest Rate Swaps. On May 5, 2005, we entered into two interest rate swap agreements effective June 1,
2005, and one interest rate swap agreement effective July 1, 2005, for an aggregate notional amount of $233.8
million to hedge against unfavorable fluctuations in interest rates on our variable interest rate mortgage notes
payable. The hedges have a 4.19% weighted-average fixed rate plus a 1.26% welghted average spread, resultlng in
an all-in fixed interest rate of 5.45% until 2010.

Borrowings

Revolving Line of Credit. On August 23,2005, we amended and restated our $85.0 million credit
agreement and closed on a $320.0 million amended and restated senior secured Revolving LOC, which permits us
to expand the borrowing capacity up to $400.0 million and extended the initial maturity date to August 23, 2007.
The amount available for use under the Revolving LOC is subject to certain limitations based on the pledged
collateral. The Revolving LOC is collateralized by 36 Properties with a carrying value of approximately $390.4
million at December 31, 2005, that in the aggregate, currently allows us to draw up to $283.0 million. The
Revolving LOC contains two one-year extension options and may be used to fund the acquisition and development
of Properties, purchase Other Permitted Investments and for general corporate purposes. At closing, pricing was
reduced from LIBOR plus 300 basis points to LIBOR plus 150 basis points. The Revolving LOC requires interest
only payments at LIBOR plus a percentage that fluctuates depending on our aggregate amount of debt outstanding
in relation to our total assets (6.20% all-in rate at December 31, 2005, which represents a pricing of LIBOR plus
170 basis points). At December 31, 2005, $75.0 million was outstanding under the Revolving LOC.

Term Loan. In January 2005, we repaid and terminated a $60.0 million, 14-day term loan used for the
acquisition of certain Properties until permanent financing was obtained in January 2005.
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Permanent Financing. During 2005, we obtained $348.6 million in permanent financing by assuming
existing debt or securing new debt on various Properties acquired during the period and by encumbering certain
existing Properties with new debt. As of December 31, 2005, our aggregate permanent financing was $1.2 billion
and was collateralized by Properties with an aggregate net book value of $2.2 billion.

~In July 2005, we prepaid a $10.5 million mortgagé note payable using available cash at June 30, 2005. In
August 2005, we prepaid $47.8 million in mortgage notes payable using available cash and proceeds from our
Revolving LOC. ‘

- Approximately 30% of the mortgage notes payable, construction loans payable and Revolving LOC at
December 31, 2005, was subject to variable interest rates; therefore, we are exposed to market changes in interest
rates as explained in "Item 7A. Quantitative and Qualitativeé Disclosures About Market Risk." Some of our
variable-rate loans contain provisions that allow us to convert the variable interest rates to fixed interest rates based
on U.S. Treasury rates plus a premium at the time the conversion option is exercised. Fixed interest rates range
from 4.85% to 8.42% with a weighted-average rate of 5.97%. Certain fixed-rate loans assumed by us contain
substantial prepayment penalties and/or defeasance provisions that may make it economically unfavorable to prepay
the loans prior to their maturity dates. Many of the loans have financial covenants which are typically found in
commercial loans and which are primarily based on the operations of the Properties. Certain loans contain
extension options with terms similar to the initial loan terms.

During 2005, we incurred $11.7 million in loan costs in connection with the placement and assumption of
permanent financing facilities and the amended Revolving LOC.

The table below summarizes permanent financing that we obtained during the year ended December 31
2005 (dollars in thousands):

Mortgage
Date Funded /Assumed Payable Maturity Date Interest Rate
Fixed-Rate Debt: o
© " January 2005 -8 7,108 : June 2010 8.41% (1)
March 2005 39,010 April 2012 4.85%
March 2005 34,299 January 2011-April 2013 5.69% - 7.15%
June 2005 9,500 © September 2012 5.67%
June 2005 1,669 May 2008 7.51%
October 2005 57,655 November 2015 5.39%
- 149,241 '
Variable-Rate Debit: '
January 2005 100,000 January 2010 LIBOR + 1.25%
March 2005 50,000 March 2010 LIBOR + 1.50%
- 150,000
Other
October 2005 49,320 October 2013 )
$§ - 348,561 |

(1) The stated interest rate of 8.41% on this loan was greater than that available to us in the open capital
market for comparable debt at the time of assumption. Consequently, we recognized $0.7 million in debt
premium that will be amortized over the period of the loan which reduces the effective interest rate to
5.67%. During 2005, we recognized $0.1 million in debt premium amortization related to this loan that
is included in interest and loan cost amortization expense in the accompanying consolidated statements
of income.

(2) On October 3, 2005, we (1) exercised an extension option available under the $140.4 million mortgage
notes that were to mature in October 2005, (i) negotiated the inclusion of an $82.2 million variable-rate
mortgage loan due to mature in April 2008 and (iii) drew an additional $19.4 million under the facility,
all with a new maturity date of October 2013. The facility contains provisions that will allow us to draw
an additional $58.0 million upon providing additional collateral. Of the new .$242.0 million mortgage
note payable, $121.0 million bears fixed-rate interest at 5.63% requiring principal and interest payments
through maturity and $121.0 million bears variable-rate interest based on the 3 to 9 month Fannie Mae
Discount MBS rate plus 0.95% (5.16 % at December 31, 2005) requiring interest only payments through
maturity. We also have the option to convert the variable-rate debt component to fixed-rate debt.
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Construction Financing. During 2005, we entered into new construction loan facilities of $37.0 million and
collectively drew a net of $62.1 million under all of our construction loans related to certain Properties in various
stages of development: Total construction loans outstanding at December 31, 2005, were $143.6 million, and total
liquidity remaining was $38.9 million. The loans are variable interest rate loans and mature from November 2006
through December 2013. We anticipate that we will obtain permanent financing to pay the construction loans as
they become due. ‘

Bonds Payable. At December 31, 2005 we had $98.0 million of non-interest bearing life care bonds at our
two CCRCs and non-interest bearing occupancy fee deposits at another of our Senior's Housing facilities, all of
which were payable to certain residents of the facilities (collectively "Bonds"). During 2005, the tenants of the
facilities issued new Bonds to new residents of the facilities totaling $12.6 million and used the proceeds from the -
Bonds issued in the current period and prior periods to retire $9.1 million of Bonds on our behalf. At December 31,
2005, $68.7 million of the Bonds were refundable to the residents upon the resident moving out or to a resident’s
estate upon the resident's death and $29.4 million of the Bonds were refundable after the unit has been successfully
remarketed to a new resident. Excess Bond redemptions over Bond issuance, if any, will be funded from prior net
Bonds issuance reserves, to the extent available or from available operating cash flow.

Contractual Obligations and Commitments

The following table presents our contractual cash obligations and related payment peribds as of December
31, 2005 (in thousands):

Less than
: * 1 Year 2-3 Years 4-5 Years Thereafter Total
Mortgages payable $ 55,776 $ 128,468 $ 517,886 $ 517,076 $ 1,219,206
Construction loans payable . 75,499 44,696 12,155 11,210 143,560
Ground leases - 372 981 988 23,750 26,091
DASCO office lease 204 420 437 243 1,304
Revolving LOC — 75,000 — — 75,000
Bonds payable (1) — — — .. 98,016 98,016
Security deposits and rent support — — — 23,954 23,954

§ 131,851 $ 249,565 § 531,466 § 674,249 § 1,587,131

(1) Of this amount, $68.7 million was due upon the resident moving out or the resident's death and $29.4
million was due upon the unit being successfully remarketed to a new resident. It is expected that the
proceeds from the issuance of new refundable life care bonds will be used to retire the existing bonds;
therefore, bond redemptions are not expected to create a current net cash obligation,

The following table presents our commitments, contingencies and guarantees, and related expiration
periods as of December 31, 2005 (in thousands):

Less than ) Thereafte
1 Year 2-3 Years 4-5 Years r ' Total

Pending investments (1) $ 157,100 $ — £ — $ — $ 157,100

Unfunded Senior Secured Term Loan (2) 69,000 — — — 69,000

Capital improvements to Properties (3) 62,620 — — — . 62,620

Earnout provisions (4) 25,979 — — — 25,979
Guarantee of uricollateralized promissory

note of CNL Plaza, Lid. — : — 2,313 — 2,313

o $ 314699 _$ — _$ 2313 _§ . — _§ 317,012

(1) As of December 31, 2005, we had initial commitments to acquire 12 Medical Facilities for which we had
posted a non-refundable $10.6 million deposit. In January 2006, we completed the acquisition of seven
Medical Facilities for $84.5 million, including the application of $6.0 million of the non-refundable
deposit that we had posted as of December 31, 2005. The remaining Properties are expected to be
acquired in the first quarter of 2006. The acquisition of each of these investments is subject to the
fulfillment of certain conditions. There can be no assurance that any or all of the conditions will be

' satlsﬁed or, if satisfied, that we will acquire one or more of these investments.

28




(2) Represents the unfunded portion under the $85.0 million Senior Secured Term Loan.

(3) Commitments for the funding of Properties under construction of $38.9 million are expected to be
funded with draws from construction loan facilities and the remaining balance relates to Property
expansion and renovation plans which we expect to fund from borrowings under our Revolving LOC.

(4) In connection with the acquisition of 41 Properties, we may be required to make additional payments to
the seller if earnout provisions are achieved by the earnout date. The calculation generally considers the
net operating income for the Property, our initial investment and the fair value of the Property at the
earnout date. In the event an amount is due, the applicable lease would be amended and annual
minimum rent will increase accordingly. Amounts presented represent maximum exposure to additional
payments. Earnout amounts related to six additional Properties are subject to future values and events
which are not quantifiable at December 31, 2005, and are not included in the table above.

Market Risk
See "[tem 7A. Quantitative and Qualitative Disclosures About Market Risk" below.
Cash and Cash Equivalents

Until Properties are acquired or Other Permitted Investments are entered into, cash from offering proceeds
or permanent financings is held in short-terin (defined as investments with an original maturity of three months or
less), highly liquid investments which we believe to have appropriate safety of principal. This investment strategy .
provides high liquidity in order to facilitate our use of these funds to acquire Properties at such time as Properties
suitable for acquisition are identified or to fund Other Permitted Investments and take advantage of favorable capital
market conditions. At December 31, 2005, we had approximately $94.9 million invested in short-term investments
as compared to $51.8 million at December 31, 2004. The increase was primarily due to the fact that proceeds
received from the placement of new permanent financing and offering proceeds received from the sale of shatres of
common stock during the year ended December 31, 2005, more than offset cash used to invest in additional
Properties.

Accounts and Other Receivables,

Our accounts and other receivables, net increased $3.0 million to $23.5 million at December 31, 2005,
" from $20.5 million at December 31, 2004, consisting of a $6.3 million increase in accounts and other receivables
and a $3.3 million increase in the reserve for doubtful acco:unts. The $6.3 million increase in accounts and other
receivables was due to (i) an increase in rental revenues receivable of $11.3 million, (ii) an increase in other
receivables of $0.7 million, offset by (iii) a $5.7 million reduction due to the reclassification of rental revenues
receivable from current receivables to deferred receivables, as described in "Deferred Receivables” below. The $3.3
million increase in the reserve for doubtful accounts was due to (i) a $4.5 million increase in the reserve for
balances outstanding at December 31, 2005 offset by (i) a $1.1 million reduction in the reserve associated with the
rental revenues receivable that were reclassified to long-term receivables, as described in "Deferred Receivables"
below and (iii) a $0.1 million write-off of bad debt. Past due rent receivables were $14.8 million and $10.7 million
at December 31, 2005 and 2004, respectively. At December 31, 2005; $5 8 mllhon of the $7.2 million allowance
for doubtful accounts was attrlbutable to HRA Tenants.
|

Effective November 2005, we amended and restated the leases of a five-Property portfolio by (i) releasing
from the pooled portfolio a non-performing Property that we currently hold for sale and which had been reducing
the other Properties' ability to pay current rent (ii) i 1ncreasmg the lease basis on the remaining four Properties to
. cover the expected loss from dlsposmg of the released Property (iii) realigning the current lease rate to mirror
current and forecasted portfolio operating performance and revenue enhancements (iv) extending the lease term by
six years and (v) preserving the ability to collect $3.1 miHion past due receivables as of November 2005, that we
reclassified to other assets. Additionally, we funded $0.8 million of common area renovations, which we added to
the lease basis, to enhance the Properties’ appeal to residents and improve market position. During 2005.we
recognized a $6.2 million impairment charge on the reieasgd Property to reduce its carrying value to $2.0 million,
which is its estimated fair value less the estimated costs to dispose.

In connection with 19 Properties for which we billed $16.5 million in bése rents for the year ended December
31, 2005, Sunrise, the operator, had guaranteed rent payments until December 31, 2005. Our evaluation of these
Properties' 2006 forecasted operating results revealed that it is likely that they will not be able to generate sufficient
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cash flow from operations to cover a portion of the 2006 contractual rental payments. This may result in our
recognition of additional provisions for doubtful accounts in 2006 and may have an adverse affect on our cash
available for distribution to stockholders. We are working with the HRA Tenants (the tenant) and Sunrise to
implement a plan to enhance cash flow generated from these Properties. We are also evaluating strategic
alternatives which may include lease restructure and sale of one or more of the Properties.

Three additional Properties had Sunrise guarantees that expired on June 30, 2005, During 2004, we
determined to hold one of the Properties for sale and recognized a $1.9 million impairment charge to reduce the
Property's carrying value to $1.6 million, which is its estimated fair value less the estimated costs to dispose. In January
2006, we entered into an agreement to sell this Property for an expected sales price of approximately $2.1 million. This
transaction is subject to customary closing conditions and there can be no assurance that such conditions will be met, or
if met, that the transaction will occur. During 2005, we determined to hold the two remaining Properties for sale and
recognized a $1.5 million impairment charge to reduce the Properties' aggregate carrying value to $5.8 million, which is
their estimated fair value less the estimated costs to dispose. In March 2006, we sold these two Properties to an
unrelated third party for $6.0 tnillion and we took back a purchase money mortgage with a three-year term secured
by the Properties in the amount of $4.8 million. Interest is payable annually at a rate of 6.0% and principle is due at
maturity. We reahzed a net loss on the sale of the Properties of $0.2 million in March 2006.

Five other Seniors' Housing facilities continued to experience cash flow shortages and were unable to pay a
portion of their rent obligations during 2005. Two of these Properties were not supported by tenant guarantees or
security deposits. During 2005, we worked with the operators of the Properties to put initiatives in place to enhance
revenue as well as certain cost containment measures and as a result, the Properties began to cover a larger portion
of their rent in the latter part of 2005. This trend is expected to continue during 2006. The three other Properties
are Pooled within their portfolio but operating deficiencies of the three Properties caused rent payment shortfalls.
We continue to work with the operators of these Properties to enhance revenue and reduce expenses. We expect
that certain measures that were initiated during 2005 will enhance cash flow of the Properties during 2006.
However, failure of the Properties to continue to enhance their cash flow from operations will result in the non-
payment of a portion of their rent, and as a result, the recognition of additional provisions for doubtful accounts in
2006 which may have an adverse affect on our cash available for distribution to stockholders.

Qur ‘analysis of estimated future cash flows to be generated by certain other Properties for which we-
currently have reserves reveals that certain delinquent amounts will be collected in 2006.

We have been and will continue to work with the tenants and the operators of the respective Properties to
implement plans to increase operating efficiencies in order to enhance cash flow generated from the Properties to
fund current and past due rent obligations under the leases. In addition, we are evaluating strategic alternatives for
certain facilities. The results of actual facility operations or implementation of one or more of these alternatives
could result in additional reserves for doubtful accounts or impairment losses that may impact our results of
operations and ability to pay distributions in future periods.

Deferred Recetvables

At December 31, 2005 and 2004, deferred receivables were $6.6 million and $0.9 million, respectively.
Leases relating to 13 Seniors' Housing facilities provide for the amount of rental revenues receivable outstanding as
of the end of the year to no longer be considered accounts receivable, but rather to be considered as a deferred
receivable. Such amounts are added to the lease basis of these facilities and we receive a return based on the then
current lease rate of the portfolio, including annual increases. Accordingly, we reclassify such amounts from
accounts receivable to other assets in the accompanying consolidated balance sheets. In 2006, we expect to
reclassify an additional $1.6 million for the outstanding rental revenues receivable at December 31, 2003, related to
the 13 Properties. In addition, as described under "Accounts Receivable” above, $3.1 million of rental revenues
receivable relatéd to the leases of a five-Property portfolio was reclassified from accounts receivable to deferred
receivables in accordance with the lease amendment and restructure. The deferred receivables are payable from the
tenant's excess cash flow after the payment of current rent and certain other fees, as permitted under the respective
lease agreements. Based on our evaluation of the Properties' projected cash flows over the remaining term of the
leases, we expect that the deferred receivables at December 31, 2005, and their respective rents will be collected and -
as such, we do not provide for a reserve for doubtful accounts.
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Operator Rent Guarantees

During the years ended December 31, 2005 and 2004, rental income included draws on operator rent
guarantees of $14.9 million and $21.6 million, respectively. To mitigate credit risk, certain Seniors' Housing leases
are combined into portfolios that contain Cross-Default and Pooling terms. In addition, as of December 31, 2005,
we held $24.0 million in security deposits and rent support related to certain Properties.

We had the following remaining rental support and limited guarantees from certain tenants and operators at
December 31, 2005 (dollars in thousands):

Guarantee
Number of Used Since Remaining
Guarantor Properties Maximum Acquired Balance
Horizon Bay 21 $ 17,500 $ 14,391 $ 3,109
Aureus 11 10,000 2,255 7,745
ARC 8 8 9,416 €]
Eby 6 (1) 329 H
Encore 17 D) 791 M
Greenwalt 5 1) 2,493 1)
Sunrise 2 1) C - (n
Sunrise 17 2) 6,281 (2)
Sunrise 3 3) 2,809 3)

(1) Unconditional guarantees

(2) Sunrise guaranteed the tenants' obligations to pay minimum rent and the FF&E reserve funds under the
17 leases until the later of (i) March 2006 or (ii) 18 months after the final development date of certain
Properties, as defined in the lease agreement, The final development Property commenced operations
in January 2006; accordingly, the Sunrise guarantee will terminate in July 2007.

(3) Sunrise guaranteed the tenants' rent obligations‘ for these Seniors' Housing facilities that were acquired
in 2004 and which commenced operations in 2004, until the later of (i) September 2006 or (ii) the
Properties achieving predetermined rent coverage thresholds, which are not determinable at this time.

Although we acquire Properties located in various states and regions and screen our tenants in order to
reduce risks of default, failure of Horizon Bay, the HRA Tenants, or our other tenants, their guarantors, or the
Sunrise or Horizon Bay brands would significantly impact the results of our operations.

Distributions

During the years ended December 31, 2005, 2004 and 2003, we generated cash from operations of $188.3
million, $139.6 million and $60.8 million, respectively, which included unrestricted security deposits received from
tenants of $4.1 million, $8.7 million and $3.1 million, respectively and draws on tenant and operator rent guarantees
of $14.9 million, $21.6 million and $5.6 million, respectively. Our Board of Directors declared distributions to our
stockholders of $176.0 million, $147.2 million and $59.8 million during 2005, 2004 and 2003, respectively. In
addition, on January i, February 1 and March 1, 2006, our Board of Directors declared distributions to stockholders
of record on those dates, of $0.0592 per share of common stock which are payable by March 31, 2006. Effective
July 1, 20085, the Board of Directors amended our distribution policy to discontinue the monthly payment of -
stockholder distributions, such that all distributions will be paid solely on a quarterly basis and will continue to be

declared monthly during the offering period and quarterly thereafter.

Our distribution policy is based on a balanced analysis of value creation reflective of both current and
long-term stabilized cash flows of our Properties, our objective of continuing to qualify as a REIT for federal
income tax purposes, the actual operating results of each quarter and anticipated operating results for the coming
year, economic conditions, other operating trends, our financial condition, loan restrictions, capital requirements and
avoidance of volatility of distributions. During 2006, we intend to maintain our quarterly distribution payment rate
to stockholders of $0.1776 per share. We expect that cash flow generated from operations will be sufficient to fund

(distribution payments; however, if cash flow generated from operations is not sufficient, we may use borrowings
under our Revolving LOC to cover such shortage.
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Our acquisition strategy is focused on opportunistically investing in larger portfolios, which allows us to
obtain increased efficiencies. As a result, larger cash outlays are required at the time of purchase which may cause
cash to accumulate for longer periods of time in short-term investments at lower returns prior to making these
purchases. Therefore, distributions paid to stockholders may periodically be greater than cash flows generated from
operations. We expect to continue a large portfolio investment strategy during 2006, and may borrow funds from
our Revolving LOC to make distributions to stockholders in future quarters. During the years ended December 31,
2005, 2004 and 2003, distributions paid to stockholders were supported by borrowing under our Revolving LOC of
$0, $7.6 million and $0 million, respectively. :

For the years ended December 31, 2005, 2004 and 2003, approximately 67%, 60% and 71%, respectively,
of the distributions received by stockholders were considered to be ordinary income and approximately 33%, 40%
and 29%, respectively, were considered a return of capital for federal income tax purposes. No amounts distributed
to stockholders for the years ended December 31, 2005, 2004 and 2003, were required to be or have been treated by
us as a return of capital for purposes of calculating the stockholders' 8% return, which is equal to an 8% cumulative,
non-compounded annual return on the amount calculated by multiplying the total number of shares of common
stock purchased by stockholders by the issue price, without deduction for volume or other discounts, reduced by the
portion of any distribution that is attributable to net sales proceeds and by any amount we have paid to repurchase
shares under our redemption plan.

Liquidity Requirements

We believe that cash flow provided by operating activities will be sufficient to fund normal recurring
operating expenses, regular debt service requirements and a significant portion of the distributions to stockholders.
To the extent that cash flow provided by operating activities is not sufficient to meet such short-term liquidity
requirements as a result, for example, of our portfolio investment strategy or expenses due to the tenants defaulting
under the terms of their lease agreements, we will use borrowings under our Revolving LOC. We expect to meet
our other short-term liquidity requirements, including the acquisition and development of Properties, the investment
in Other Permitted Investments, and the scheduled maturities of permanent financings with proceeds remaining
from our offerings (to the extent available), advances under the Revolving LOC, new permanent financing and the
placement of permanent debt to replace maturing construction loans.- We expect to meet our long-term liquidity
requirements through short- or long-term, collateralized and uncollateralized financing or equity financing.

Seniors' Housing facilities are generally leased on a long-term, triple-net basis, meaning the tenants are’
required to pay repairs and maintenance, property taxes, insurance and utilities. Generally, the tenants are also
required to maintain an FF&E reserve account which is used to fund expenditures to refurbish buildings, premises
and equipment to maintain the leasehold in a manner that allows operation for its intended purpose. In the event
that the FF&E reserve is not sufficient, we may make fixed asset expenditures, in which case the annual minimum
rent will be increased.. We believe that current tenant reserves are sufficient to meet foreseen material FF&E
repairs. The Medical Facilities are leased on either a triple-net or gross basis. We are responsible to fund capital
improvements to Medical Facilities. With respect to Medical Facility gross leases, we generally recover increases in
building operating expenses (including real estate taxes, insurance, repairs, maintenance and utilities) over a
specified base amount from the tenants, as specified in the lease agreement.

Results of Operations

Comparison of the year ended December 31, 2005 to the year ended December 31, 2004

Net income for the year ended December 31, 2005, totaled $135.6 million or $0.55 per share of common
stock ($142.4 million or $0.57 per share of common stock from continuing operations), as compared to net income
of $117.9 million or $0.56 per share of common stock ($118.4 million or $0.56 per share of common stock from
continuing operations) for the year ended December 31, 2004. The increase in net income was primarily due to the
rental income from the Properties that we acquired during 2005 and the latter part of 2004, offset by increases in
operating expenses related to the acquired Properties and the recognition of impairment charges on three Properties
in 2005 as compared to one property in 2004. These changes are discussed in further detail below.

Revenues

Rental and earned income from leases. At December 31, 2005, we owned 262 Properties, including 40
Properties acquired in 2005, compared to 222 Properties owned at December 31, 2004, of which 103 Properties
were acquired during 2004. As a result of the increase in the number of Properties, rental and earned income from
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leases from Properties from continuing operations increased $104.8 million to $358.1 million, including $46.7
million as a result of straight-lining rent escalations throughout the lease terms, for the year ended December 31,
2005, compared to $253.3 million, including $40.4 million of straight-line rent revenue, for the year ended
December 31, 2004. The $104.8 million increase in rental and earned income from leases was _comprised of $79.5
‘million from a full year of operations of the Properties acquired during 2004, $24.6 million from the new operating
Properties that were acquired or construction Properties that commenced operations during 2005 and $0.7 million
from Properties owned as of January 1, 2004. (See "Operator Rent Guarantees” above).

FF&E reserve income. FF&E reserve income from continuing operations increased $2.9 million to $7.5
million for the year ended December 31, 2005, from $4.6 million for the year ended December 31, 2004. The
increase was comprised of $0.2 million additional revenues from 4 full year of operations of the Properties acquired
during 2004, $0.1 million from the new operating Properties that were acquired or construction Properties that
commenced operations during 2005 and $2.6 million from Properties owned as of January 1, 2004.

Tenant expense reimbursement revenue. Tenant expense reimbursement revenue from continuing
operations increased $8.6 million to $13.3 million for the year ended December 31, 2005, from $4.7 million for the
year ended December 31, 2004. These revenue increases in 2005 reflect an increase of $7.5 million in additional
revenues from a full year of results from Medical Facilities acquisitions in the second and third quarters of 2004 and
$1.1 million from Properties that were acquired or construction Properties that commenced operations during 2005.

Contractual recoveries from tenants represented 52% and 42% of our Medical Facilities operating expenses for the
~ years ended December 31, 2005 and 2004, respectively.

Property management and development fees and loan interest income. Property management and
development fees from DASCO increased revenue by $0.7 million and loan interest income from the Senior
Secured Term Loan increased revenue by $0.5 million for the year ended December 31, 2005,

Expenses - j

Seniors' Housing propeﬂy expensés. Seniors' Housing property expenses from continuing operations
decreased $0.5 million, to $1.1 million for the year ended December 31, 2005, from $1.6 million for the year ended
December 31, 2004, as a result of decreased repairs resulting from increased capital spending.

Medical Facilities operating expenses. Medical Facilities operating expenses from continuing operations
increased $14.2 million to $25.4 million for the year ended December 31, 2005, from $11.2 million for the year
ended December 31, 2004. The increase was comprised of $11.9 million in additional expenses from a full year of
operations of the Properties acquired during 2004 and $2.3 million from the new operating Properties that were
acquired or that commenced operations during 2005. We are generally responsible for the Medical Facilities'
property operating expenses; however, under the terms of the leases, we recover a portion of the expenses from the
tenants. :

General and administrative. General and administrative expenses from continuing operations increased
$6.7 million to $21.4 million from $14.7 million for the years ended December 31, 2005 and 2004, respectively.
The increase was due to general and administrative expenses related to a full year of DASCO operations in 2005
compared to four months of operations in 2004, the increased number of Properties owned during 2005 and
increased legal and consulting fees.

Asset management fees to related party. Asset management fees from continuing operations increased
$6.1 million to $18.6 million for the year ended December 31, 2005, from $12.5 million for the year ended
December 31, 2004. The increase in expenses was comprised of $4.9 million additional expense from a full year of
operations of Properties that were acquired during 2004 and $1.2 million from new operating Properties acquired or
construction Properties that commenced operations during 2005.

Provision for doubtful accounts. We recognized a provision for doubtful accounts from continuing
operations for the years ended December 31, 2005 and 2004, of $3.1 million and $3.9 million, respectively, as
discussed in the "Accounts and Other Receivables" section above. At December 31, 2005, $5.8 million of the $7.2
- million allowance for doubtful accounts was attributable to HRA Tenants.

Depreciation and amortization. Depreciation and amortization expense increased to $98.4 million for the
year ended December 31, 2005, from $62.5 million for the year ended December 31, 2004, as a result of the
inc;ease in Properties subject to operating leases during the year ended December 31, 2005. The $35.9 million
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depreciation and amortization expense increase was comprised of $26.5 million in additional expense from a full
year of operations of'the Properties acquired during 2004, $8.9 million from the new operating Properties that were
acquired or construction Properties that commenced operations during 2005 and $0.5 million from Properties owned
as of January 1,2004.

Interest and other income

During the years ended December 31, 2005 and 2004, we earned $2.7 million and $3.0 million,
respectively, in interest income from investments in money market accounts and other short-term, highly liquid -
investments. The decrease was primarily due to reduced bank interest income as a result of lower invested cash
balances. Also affecting year-over-year comparisons was the 2005 reclassification to reflect certain amounts related
to our Medical Facilities as property management and development fees revenue; for the year ended December 31,
2004, interest and other income included $1 6 million related to these development, marketing and property
management fees '

Interest and loan cost amortization expense

Interest and loan cost amortization expense was $76.2 million and $42.8 million for the years ended
December 31, 2005 and 2004, respectively. The increase was a result of an increase in the average amount of debt
outstanding to $1.2 billion for the year ended December 31, 2005, from $722.2 million for the year ended December
31,2004, The weighted-average interest rate was approximately 5.8% for the year ended December 31, 2005 and
5.1% for the year ended December 31, 2004.

Discontinued operations

Loss from discontinued operations of $6.8 million and $0.4 million for the years ended December 31, 2005
and 2004, respectively, for four Properties that we determined to hold for sale included operating revenues of $1.7
million and $2.2 million for the years ended December 31, 2005 and 2004, respectively, and expenses of $0.8
million and $0.7 million for the years ended December 31, 2005 and 2004, respectively. Expenses for the years
ended December 31, 2005 and 2004, included a provision for doubtful accounts of $0.3 million and $0,
respectively. Loss from discontinued operations also included impairment charges of $7.7 million and $1.9 million
for the years ended December 31,2005 and 2004, respectlvely, related to these Propert1es as discussed in the
"Accounts Receivable" section above.

\

Comparison of the year ended December 31, 2004 to the year ended December 31, 2003

Net income for the year ended December 31,2004 totaled $117.9 million or $0.56 per share of common
stock ($118.4 million or $0.56 per share of common stock from continuing operations), as compared to net income
of $58.5 million or $0.66 per share of common stock ($57.9 million or $0.65 per share of common stock from
continuing operations) for 2003. The increase in net income is primarily due to an increase in rental income from
the Properties that we acquired during the latter part of 2003 and in 2004 offset by increases in interest expense and
loan cost amortization as a result of an increase in our average outstanding debt, provisions for accounts receivable
reserves and an impairment charge related to the proposed sale of a seniors’ housing facility. These changes are
discussed in further detail below. Although net income increased significantly for the year ended December 31,
2004, it decreased on a per share basis primarily due to the increased number of weighted-average number of
common shares outstanding in 2004. :

Revenues

Rental and earned income from leases. At December 31, 2004, we owned 218 operating Properties,
including 103 Properties that were acquired in 2004, compared to owning 115 operating Properties at December 31,
2003. As aresult of the increase in the number and value of owned Properties, our rental and earned income from
our leases from continuing operations increased to $253.3 million, including $40.4 million as a result of straight-
lining rent increases throughout the lease terms, for the year ended December 31, 2004, compared to $90.4 million,
including $13.2 million of straight-line rent revenue, for the year ended December 31, 2003, The $162.9 million
rental and earned income from leases increase was comprised of $71.2 million additional revenues from a full year
of operations of the Properties acquired or that commenced operations during 2003, $91.0 million from the new
operatmg Properties acquired during 2004 and $0.7 million from Properties owned as of January 1, 2003. (See
"Operator Rent Guarantees" above).
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Rental income also included draws on operator rent guarantees of $21.6 million and $5.6 million during the
years ended December 31, 2004 and 2003, respectively. As of December 31, 2004, we held $26.3 million in
security deposits and rent support related to certain Propemes

FF&E reserve income. During the years ended December 31, 2004 and 2003, we earned $4.6 million and
$2.6 million, respectively, in FF&E reserve income from Properties from continuing operations during the years
ended December 31, 2004 and 2003, respectively. The $2.0. million FF&E reserve income increase was comprised
of $2.2 million additional revenues from a full year of operations of the Properties acquired or that commenced
operations during 2003 and $0.1 million from the new operating Properties that were acquired during 2004 offset by
a reduction of $0.3 million from Properties owned as of January 1, 2003.

Tenant expense reimbursement revenue. During the year ended December 31, 2004, we recorded $4.7
million in tenant expense reimbursement revenue, representing contractual recoveries from tenants of 42% of our |
Medical Facilities operating expenses.

Expenses

Seniors’ Housing and Medical Facilities property expenses. Total property-related operating expenses for
the years ended December 31, 2004 and 2003, were $12.9 million and $136,000, respectively. The increase was
primarily due to $11.2 million from the acquisition of the Medical Facilities in.the second and third quarters of 2004,
where we are generally responsible for property operating expenses; however, under the terms of the leases, we
recover a portion of the expenses from the tenants. Property expenses related to seniors' housing facilities increased
to $1.6 from $136,000 due to the increase in the number of seniors' housing facilities owned during the year ended
December 31, 2004.

General and administrative. General and administrative expenses from continuing operations increased
$9.2 million to $14.7 million from $5.5 million for the yearsiended December 31, 2004 and 2003, respectively. The
increase in expenses was related to general and administrative expenses related to the acquisition of DASCO
operations in 2004 and the increased number of Properties owned during 2004.

Asset management fees to related party. Asset management fees from continuing operations increased
$8.2 million to $12.5 million for the year ended December 31, 2004, from $4.3 million for the year ended December
31,2003. The increase in expenses was comprised of $3.6 million additional expense from a full year of operations
of Properties acquired during 2003 and $4.6 million from new operating Properties that were acquired or that
commenced operations during 2004. :

. Provision for doubtful accounts. During the year ended December 31, 2004, we recognized a provision of
$3.9 million related to doubtful accounts receivable balances due to delays in receiving current rent from certain
Seniors' Housing facilities that were experiencing higher than expected property operating expenses.

Depreciation and amortization. Depreciation and amortization expense increased to $62.5 million for the
year ended December 31, 2004, from $17.3 million for the year ended December 31, 2003, as a result of the
increase in Properties subject to operating leases during the year ended December 31, 2004. The $45.2 million
depreciation and amortization expense increase was comprised of $13.1 million additional expense from a full year
of operations of the Properties acquired during 2003 and $32 1 million from the new operating Properties acquired
or that commenced operatlons durlng 2004.

Interest and other income

During the years ended December 31, 2004 and 2003, we earned $3.0 million and $1.6 million,
respectively, in interest income from investments in money market accounts and other short-term, highly liquid
investments. The increase in interest income is due to an increase in the average amount invested in short-term
investments during the year ended December 31, 2004, as compared to the year ended December 31, 2003. For the
year ended December 31, 2004, interest and other income also included $1.6 million in development, marketing and
property management fees related to our Medical Facilities.

Interest and loan cost amortization expense

Interest and loan cost amortization expense was $42.8 million and $9.6 million for the years ended
December 31, 2004 and 2003, respectively. The increase was a result of our increasing the average amount of debt
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outstanding from $151.4 million for the year ended December 31, 2003, to $722.2 million for the year ended
December 31, 2004. The weighted-average interest rate was approximately 5.1% for the year ended December 31,
2004-and 5.8% for the'year ended December 31, 2003. In addition, we wrote off $1.1 million in loan costs during
the year ended December 31, 2004, as a result of the early extinguishment of debt and capitalized $0.7 million in
interest to Properties under construction during 2004,

Discontinued operations

For the year ended December 31, 2004, loss from discontinued operations for four Properties that we
determined to hold for sale included operating revenues of approximately $2.2 million offset by operating expenses
of $0.7 million and an impairment loss of $1.9 million for the write-down of one of the Properties to its estimated
fair value less selling costs. For the year ended December 31, 2003, income from these Properties included
operating revenues of approximately $1.0 million offset by operating expenses of $0.4 million.

Other
Inflation and Trends

Our Seniors' Housing leases are triple-net leases and contain provisi‘ons that we believe will mitigate the effect
of inflation. These provisions include clauses requiring automatic increases in base rent at specified times during the
term of the lease (generally on an annual basis) and the payment of contingent rent if Properties achieve specified
operating thresholds (based on factors such as a percentage of gross revenue above a specified level). We have also
invested in Medical Facilities, which include both triple-net and gross basis leases. These leases also contain provisions
that mitigate the effect of inflation, such as scheduled base rent increases during the lease terms and with respect to
gross leases, the reimbursement of future increases in operating expenses (including real estate taxes, insurance, repairs,
maintenance and utilities) over a specified base amount. Inflation and changing prices may have an adverse unpact on
the potential disposition of the Properties and on appreciation of the Properties.

We believe that changes and trends in the health care industry will continue to create opportunities for growth of
seniors' housing and other health care facilities, including (i) the growth of operators serving specific health care niches,
(1i) the consolidation of providers and facilities through mergers, integration of physician practices, and elimination of
duplicative services, (iii) the pressures to reduce the cost of providing quality health care, (iv) more dual-income and
single-parent households leaving fewer family members available for in-home care of aging parents and necessitating
more senior care facilities, and (v) an anticipated increase in the number of insurance companies and health care networks
offering privately funded long-term care insurance. Additionally, we believe that demographic trends are significant
when looking at the potential for future growth in the health care industry. Today’s baby boomers (those born between
1946 and 1964) will begin reaching age 65 as early as 2011. According to the U.S. Census Bureau, the age 65 plus
population is projected to more than double between now and the year 2050, to 82 million. Most of this growth is
expected to occur between 2010 and 2030 when the number of older adults is projected to grow by an average of 2.8%
annually. '

We believe that during 2003, the seniors' housing industry experienced increased occupancies and average daily
rates, and generally the facilities operated at a higher level of efficiency. The success of the future operations of our
Properties will depend largely on each tenant's and operator's ability to adapt to dominant trends in the industry in each
specific region, including, among others, greater competitive pressures, increased consolidation and changing h
demographics.

We are not aware of any material trends, favorable or unfavorable, in either capital resources or the outlook
for long-term cash generation, nor do we expect any material changes in the availability and relative cost of such
capital resources. Assuming the inflation rate remains low and long-term interest rates do not increase significantly,
we believe that inflation will not impact the availability of equity and debt financings. -

Related Party Transactions

Certain of our directors and officers hold similar positions with the Advisor, the parent company of the
Advisor and the managing dealer of our public offerings, CNL Securities Corp. Our chairman of the board
indirectly owns a controlling interest in the parent company of the Advisor. These affiliates receive fees and
compensation for services provided in connection with the common stock offerings, _permanent financing and the
acquisition, management and sale of our assets.
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Pursuant to the Advisory Agreement, as amended and renewed, the Advisor and its affiliates earn certain
fees and are entitled to receive reimbursement of certain expenses. During the years ended December 31, 2005,
2004 and 2003, the Advisor and its affiliates earned fees and incurred reimbursable expenses as follows (in
thousands):

Years ended December 31,

, 2005 2004 2003
Acquisition fees (1):

" From offering proceeds $ 5,874 $ 38,286 $ 47,644

From debt proceeds 13,789 29,952 11,277

19,663 68,238 58,921

Asset management fees (2) 19,217 13,047 4,372
Reimbursable expenses (3): ,

Acquisition expenses 210 331 403

General and administrative expenses 5,989 4,313 2,255

6,199 4,644 2,658

. $ 45,079 5 85929 3 65951

(1)  For the period from May 3, 2005 through December 31, 2005, acquisition fees for, among other
things, identifying Properties and structuring the terms of the leases were equal to 3.0% of gross
offering proceeds and loan proceeds from permanent financing under the 2004 Offering (4.0% of
gross offering and loan proceeds for the period from May 14, 2004 through May 2, 2005 and 4.5%
of gross offering and loan proceeds under the Prior Offerings). These fees are included in other
assets in the accompanying consolidated balance sheets prior to being allocated to individual
Properties or intangible lease costs.

If we List, the Advisor will receive an acquisition fee equal to 3.0% of amounts outstanding on the
line of credit, if any, at the time of Listing. Certain fees payable to the Advisor upon Listing, the
orderly liquidation or other sales of Properties are subordinate to the return of 100% of the
stockholders' invested capital plus the achievement of a cumulative, noncompounded annual 8%
return on stockholders' invested capital.

(2)  Monthly asset management fee of 0.05% of our real estate asset value, as defined in the Advisory
Agreement, and the outstanding principal balance of any Mortgage Loans as of the end of the
preceding month. '

(3) Reimbursement for administrative services, inch;lding, but not limited to, accounting; financial, tax,
insurance administration and regulatory compliance reporting; stockholder distributions and
reporting; due diligence and marketing; and investor relations.

Pursuant to the advisory agreement, the Advisor is required to reimburse us the amount by which
the total operating expenses we pay or incur exceeds in any four consecutive fiscal quarters (the
"Expense Year") the greater of 2% of average invested assets or 25% of net income (the "Expense
Cap"). Operating expenses for the Expense Years ended December 31, 2005, 2004 and 2003, did
not exceed the Expense Cap.

Of these amounts, approximately $1.1 million and $1.4 million were included in due to related parties in
the accompanying consolidated balance sheets, under Item 8 below, at December 31, 2005 and 2004, respectively.

CNL Securities Corp. received fees based on the amounts raised from our offerings equal to: (i) selling
commissions of 6.5% of gross proceeds under the 2004 Offering and 7.5% under the Prior Offerings, (ii) a marketing
support fee of 2.0% of gross proceeds under the 2004 Offering and 0.5% under the Prior Offerings and (iii) beginning
on December 31, 2003, an annual soliciting dealer servicing fee equal to 0.2% of the aggregate proceeds raised in a
prior offering. Affiliates of the Advisor are reimbursed for certain offering expenses incurred on our behalf. Offering
expenses incurred by the Advisor and its affiliates on our behalf, together with selling commissions, the marketing
support fee and due diligence expense reimbursements will not exceed 13% of the proceeds raised in connection with
the offerings. '
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During the years ended December 31, 2005 and 2004, we incurred the following fees and costs (in
thousands): .

v Years ended December 31,
2005 2004
Selling commissions $ 10,801 $ 61,830
Marketing support fee 3,313 - 6,648
Offering and due diligence costs 4,250 18,328
Soliciting dealer servicing fee — 310
' $ 18,364 . § 87,116

Of these amounts, approximately $1.3 million and $0:2 million were included in due to related parties in
the accompanying consolidated balance sheets, under Item 8 below, at December 31, 2005 and 2004, respectively.

- We own a 9.90% interest in CNL Plaza, Ltd. (the "Owner"), a limited partnership that owns an office
building located in Orlando, Florida, in which the Advisor and certain affiliates of CNL Financial Group ("CFG")
lease office space. CFG owns a controlling interest in the parent company of the Advisor and is indirectly wholly
owned by James M. Seneff, Jr., our chairman of the board, and his wife. Robert A. Bourne, our vice-chairman of
the board and treasurer, is an officer of CFG. The remaining interests in the Owner are held by several entities with
present or former affiliations with CFG, including: CNL Plaza Venture, Ltd., which has a 1% interest as general
partner of the Owner and whose general partner is indirectly wholly owned by Mr. Seneff and his wife; CNL
Corporate Investors, Ltd., which is indirectly wholly owned by Messrs. Seneff and Bourne, and which has a 49.50%
interest, as a limited partner, in the Owner; CNL Hotels & Resorts, Inc. which has a 9.90% interest, as a limited
partner, in the Owner; Commercial Net Lease Realty, Inc., which has a 24.75% interest, as a limited partner, in the
Owner; and CNL APF Partners, LP, which has a 4.95% interest, as a limited partner, in the Owner. We also own a
9.90% interest in CNL Plaza Venture, Ltd. (the "Borrower"), a Florida limited partnership, which is the general
partner of the Owner. The remaining interests in the Borrower are held by the same entities in the same proportion
described above with respect to the Owner.

In 2004, the Owner conveyed a small portion of the premises underlying the parking structure adjacent to
its office building, valued by the parties at approximately $0.6 million, to CNL Plaza II, Ltd., a limited partnership
in which Messrs. Seneff and Bourne own a 60% interest and 40% interest, respectively, as part of the development
of the premises surrounding the building. The purpose of the conveyance was to adjust the percentage fee simple
ownership under the parking structure so as to allow joint parking privileges for a new office building that was
developed in 2005 and is owned by CNL Plaza IT, Ltd. In connection with this transaction, the Owner received an
ownership interest in a cross-bridge that was constructed and an anticipated benefit from a reduction in the
allocation of its operating expenses for the parking structure. In addition, the Owner may be entitled to additional
consideration pursuant to a purchase price adjustment.

On September 30, 2005, we executed a pro rata, several guarantee limited to 16.67%, or $2.3 million, of a
$14.0 million uncollateralized promissory note of the Borrower that matures December 31, 2010. During each of
the years ended December 31, 2005 and 2004, we received approximately $0.2 million, respectively, in distributions
from the Owner.

We maintain bank accounts in a bank in which certain of our officers and directors serve as directors and
are principal stockholders. The amounts deposited with this bank were $3 1 million and $22.9 million at December
31, 2005 and 2004, respectively.

_ On September 1, 2004, a company which is owned by our chairman of the board sold its 30% voting
membership interest in the HRA Tenants to the remaining members of the limited liability company. The HRA
Tenants contributed 30% and 35% of our total revenues for the years ended December 31, 2004 and 2003,
respectively.- :

Century Capital Markets, LLC ("CCM"), an entity in which an affiliate of the Advisor was formerly a non-
voting Class C member, made the arrangements for two commercial paper loans totaling $43.9 million. The
monthly interest payments due under these commercial paper loans include an annual margin of either 30 or 40
basis points, payable to CCM for the monthly services it provides related tothe administration of the commercial
paper loans. Effective September 30, 2005, a non-affiliated third party assumed the administration of these
commercial paper loans. Therefore, we now pay the monthly services fee directly to the non-affiliated third party.
During the years ended December 31, 2003, 2004 and 2003, $0.1 million, $0.1 million and $0.2 million,
respectively, was paid to CCM related to these services. During the year ended December 31, 2003, we also paid
CCM a $0.2 million finder's fee related to the acquisition of two Properties. .
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Our chairman of the board is a director in a hospital that leases office space in seven of the Medical
Facilities that we acquired in August 2004. Additionally, one of our independent directors is a director in a health
system that leases office space in.one of the Medical Facilities that we acquired in April 2004. During the years
ended December 31, 2005 and 2004, these hospitals contributed less than 1% of our total revenues.

Critical Accounting Policies ‘
Allocation of Purchase Price for Acquisition of Properties. We allocate the purchase costs of Properties to
the tangible and intangible assets acquired and the liabilitiés assumed as provided by SFAS 141, "Business
Combinations.” For each acquisition, we assess the value of the land, the as-if vacant building, equipment and
intangible assets, including in-place lease origination costs, the above- or below-market lease values and the value
of customer relationships based on their estimated fair values. The values determined are based on independent
appraisals, discounted cash flow models and our estimates reflecting the facts and circumstances of each acquisition.

Acquisition Fees and Costs. Acquisition fees and miscellaneous acquisition costs that are directly
identifiable with Properties that are probable of being acquired are capitalized and included in other assets. Upon
the purchase of a Property, the fees and costs directly identifiable with that Property are reclassified to land,

. building, equipment and lease intangibles or to investment in direct financing leases. In the event a Property is not
acquired or no longer is expected to be acquired, costs directly related to the Property are charged to expense.

Leases. Our leases are accounted for under the provisions of Statement of Accounting Standards No. 13,
"Accounting for Leases,"” and have been accounted for as either operating leases or direct financing leases. This
statement requires management to estimate the economic life of the leased property, the residual value of the leased
property and the present value of minimum lease payments to be received from the tenant. In addition, we assume -
that all payments to be received under our leases are collectible. Changes in our estimates or assumptions regarding
collectibility of lease payments could result in a change in accounting for the lease.

Impairments. We evaluate our Properties and other long-lived assets on a quarterly basis, or upon the
occurrence of significant changes in operations, to assess whether any impairment indications are present that affect
the recovery of the carrying amount of an individual asset by comparing the sum of expected undiscounted cash
flows from the asset over its anticipated holding period, including the asset's estimated residual value, to the
carrying value. If impairment is indicated, a loss is provided to reduce the carrying value of the property to its
estimated fair value.

Allowance for Doubtful Accounts. We maintain an allowance for doubtful accounts for estimated losses
resulting from the inability of our tenants to make required rent payments. We base our estimates on historical
experience, projected cash flows generated from the tenants' operations of the Properties and various other
assumptions that we believe to be reasonable under the circumstances of a specific Property or portfolio of
Properties. If the financial condition of any of our tenants deteriorates, resulting in the impairment of their ability to
make required rent payments, additional allowances may be required.

Goodwill. We allocate the excess of the aggregate purchase price paid over the fair market value of the
tangible and identifiable intangible assets acquired in a business combination accounted for as a purchase to
goodwill. Goodwill is not subject to amortization but is subject to quarterly impairment analysis. If quoted market
prices are not available for our impairment analysis, we use other valuation techniques that involve measurement
based on projected net earnings of the underlying reporting unit.

Derivative Instruments. The valuation of derivatives under Statement of Financial Accounting Standards
No. 133, "Accounting for Derivative Instruments and Hedging Activities”, as amended and interpreted; requires us
to make estimates and judgments that affect the fair value of those instruments. We use standard market
conventions to determine the fair \%alues of derivative instruments; and techniques such as discounted cash flow
analysis, option pricing models, and termination cost are used to determine fair value at each balance sheet date. All
methods of assessing fair value result in a general approximation of value and such value may never actually be
realized.

REIT Qualification

We made an election under Internal Revenue Code Section 856(c)(1), to be taxed as a REIT under Sections
856 through 860 of the Internal Revenue Code of 1986, as amended, and related regulations. As a REIT, for federal
income tax purposes, we generally will not be subject to federal income tax on income that we distribute to our
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stockholders If we fail.to qualify as a REIT in any taxable year, we will be subject to federal income tax on our taxable
income at regular corporate rates and will not be permitted to qualify for treatment as a REIT for federal income tax
purposes for four years following the year during which qualification is lost. Such an event could materially affect our
net income. ‘However, we believe that we are organized and have operated in such a manner as to qualify for treatment
as a REIT since our formation in 1997 and specifically for the years ended December 31, 2005, 2004 and 2003. In
addition, we intend to continue to operate so as to remam qualified as a REIT for federal income tax purposes.

Item 7A. Quantltatlve and Qualltatlve Dlsclosures About Market Risk

At December 31, 2005, 30% of our mortgages payable, construction loans payable and Revolving LOC
were subject to variable interest rates; therefore, we are exposed to market changes in interest rates. For the year
ended December 31, 2005, a hypothetical 100 basis point‘increase in the LIBOR rates would have resulted in
additional interest costs of appr0x1mately $5.6 million ($0.02 per share of common stock). This sensitivity analysis
contains certain simplifying assumptions (for example, it does not consider the impact of changes in prepayment
risk or credit spread risk). Therefore, although it gives an indication of our exposure to interest rate change, it is not
intended to predict future results and our actual results will likely vary. ’

To mitigate interest rate risk, we may. pay down the mortgages or. the Revolving LOC prior to their
matunty ‘dates with offering proceeds (to the extent avallable) should interest rates rise substantially. In May 2005,
we 1mplemented a policy to further mitigate interest rate risk.. 'Our primary strategy is to protect against this risk by
using derivative transactions as appropriate to minimize the effect that variable interest rate fluctuations could have
on cash flow. In May 2005, we entered into two interest rate swap agreements effective June 1, 2005, and one
interest rate swap agreement effective July 1, 2005, for an aggregate notional amount of $233.8 million to hedge
against unfavorable fluctuations in interest rates on our variable interest rate mortgage notes payable. The hedges
have a 4.19% weighted-average plus a 1.26% weighted-average spread resulting in an all-in fixed interest rate of
5.45% unti} 2010. At December 31, 2005, these interest rate swaps had a fair value of $4.8 million. A hypothetical
10% increase or decrease in LIBOR rates would cause the fair value of these swaps to be $8.7 million or $1.0
million, respectively.

Certain fixed-rate loans contain substantial prepayment penalties and/or defeasance provisiohs that may
make it economically unfavorable to repay the loans prior to their maturity dates. .

Following is a summary of our mortgages payable, construction loans pavable and Revolvmg LOC
obligations at December 31, 2005 (in thousands):

Expected Maturities
2006 2007 2008 2009 2010 Thereafter Total Fair Value

Debt Obligations: ’ 3 ‘
Fixed-rate debt: $ — $ 10,425 $ 50,460 $141,513 $ 139,370 §$ 428412 §$§ 770,180 $ 771,164
Average interest rate — 7.42% 6.24% 6.02% 6.74% 5.73% 6.03%  597%
Variable-rate debt: $ 119,604 $ 163,616 § — $ 12,155 $ 240,000 $ 132,211 $ 667,586
Average interest rate 6.74% 6.33% — 6.13% 5.47% 5.23% - 5.87%
Interest Rate Derivatives: ,
Variable to fixed swaps: $ $

$ — - 5 - — $ 233,750 $ — $ 233,750 $ 4,839
Average pay rate — . — — — 4.19% - — 4.19% —
‘Average receive rate ‘ — — — — 4.22% — 4.22% —
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Report of Independent Registered Certified Public Accounting Firm

To the Board of Directors and Stockholders of CNL Retirement Pfoperties, Inc.

We have completed integrated audits of CNL Retirement Properties, Inc. and its subsidiaries' (the "Company")
December 31, 2005 and 2004 consolidated financial statements and of its internal control over financial reporting as -
of December 31, 2005, and an audit of its December 31, 2003 consolidated financial statements in accordance with
the standards of the Public Company Accounting Oversight Board (United States). Our opinions, based on our
audits, are presented below,

Consolidated financial statements and financial statement schedules

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material
respects, the financial position of CNL Retirement Properties, Inc. and its subsidiaries at December 31, 2005 and
2004, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2005 in conformity with accounting principles generally accepted in the United States of America. In
addition, in our opinion, the financial statement schedules listed in the index appearing under Item 15(a)(2) present
fairly, in all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements. These financial statements and financial statement schedules are the
responsibility of the Company's management. Our responsibility is to express an opinion on these financial
statements and financial statement schedules based on our audits. We conducted our audits of these statements in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit of financial statements includes examining, on’a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion. ‘

Internal control over financial reporting

Also, in our opinion, management's assessment, included in Management's Report on Internal Control Over
Financial Reporting appearing under Item 9A, that the Company maintained effective internal control over
financial reporting as of December 31, 2005 based on criteria established in Internal Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), is fairly
stated, in all material respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2005, based on criteria
established in Internal Control - Integrated Framework issued by the COSO. The Company's management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express opinions on
management's assessment and on the effectiveness of the Company’s internal control over financial reporting based
on our audit. We conducted our audit of internal control over financial reporting in accordance with the standards
of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in all material respects. An audit of internal control over financial reporting includes obtaining an
understanding of internal control over financial reporting, evaluating management's assessment, testing and
evaluating the design and operating effectiveness of internal control, and performing such other procedures as we
consider necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company's internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
~accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements. )
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

Bk nalishouarlooppa S 4
Orlando, Florida ‘
March 24, 2006
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CNL RETIREMENT PROPERTIES, INC.

AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

- Assets

Real estate investment properties:
Accounted for using the operating method, net
Accounted for using the direct financing method

Intangible lease costs, net

Cash and cash equivalents

Restricted cash

Accounts and other receivables, net

Deferred costs, net
Accrued rental income

Other assets

Real estate held for sale

Goodwill

Liabilities and stockholders' equity

Liabilities:

Mortgages payable
Bonds payable
Construction loans payable

Line of credit
Term loan

Due to related parties
Accounts payable and other liabilities
Intangible lease liability, net

Deferred income
Security deposits

Total liabilities

Commitments and contingencies

Minority interests

Stockholders' equity:
Preferred stock, without par value
Authorized and unissued 3,000 shares
Excess shares, $.01 par value per share
Authorized and unissued 103,000 shares
Common stock, $.01 par value per share
Authorized one billion shares,
issued 260,923 and 238,485 shares, respectively,
outstanding 255,527 and 237,547 shares, respectively
Capital in excess of par value ,
Accumulated distributions in excess of net income
Accumulated other comprehensive income
Total stockholders’ equity

See accompanying notes to consolidated financial statements.

December 31, December 31,
2005 2004
$ 2,914,817 $ 2,580,948
488,683 480,051
99,611 08,237
3,503,111 3,159,236
94,902 51,781
21,920 34,430
23,486 20,545
24,705 17,469
99,219 51,795
52,935 11,412
12,692 17,182
5,791 5,791
S 3,838,761 $ 3,369,641
$ 1,220,190 $ 937,589
98,016 94,451
143,560 81,508
75,000 20,000
— 60,000
2,386 1,632
31,035 33,937
4,505 3,742
6,607 4,811
23,954 26,253
1,605,253 1,263,923
5,701 2,361
2,555 2,376
2,295,307 2,135,498
(74,894) (34,517)
4,839 —
2,227,807 2,103,357
$ 3,838,761

3§ 3,369,641
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CNL RETIREMENT PROPERTIES, INC.

AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share data)

‘Years Ended December 31,
2005 2004 2003
Revenues:
Seniors' Housing:
Rental income from operating leases $ 237,892 $ 172,245 $ 59,262
Earned income from direct financing leases 61,202 54,873 31,107
FF&E reserve income : 7,500 4,601 2,592
Contingent rent ' ‘ 3,955 90 47
Medical Facilities:
Rental income from operating leases ' 59,048 26,225 —
Tenant expense reimbursements 13,254 4,735 —
Property management and development fees 701 — —
Loan interest income ’ ' 531 — —
384,083 262,769 93,008
Expenses:
Seniors' Housing property expenses 1,075 1,639 136
Medical Facilities operating expenses 25,368 11,234 —
General and administrative ) 21,376 14,740 5,462
Asset management fees to related party 18,641 12,463 4,318
Provision for doubtful accounts o 3,082 3,900 —
Depreciation and amortization 98,446 62,512 17,277
167,988 106,488 27,193
Operating income 216,095 156,281 65,815
Interest and other income 2,970 4,768 1,626
Interest and loan cost amortization expense ; (76,171) (42,783) (9,588)
Income before equity in earnings of unconsolidated
entity, minority interests in income of consolidated
subsidiaries and discontinued operations , 142,894 118,266 57,853
Equity in earnings of unconsolidated entity 227 178 11
Minority interests in income of consolidated
subsidiaries : (706) (93) —
Income from continuing operations’ . 142,415 118,351 57,864
Income (loss) from discontinued bperations ‘ s (6,834) (433) 596
Net income v $ i35,581 $ 117918 § 358460
Net income (loss) per share of common
stock (basic and diluted) ‘
From continuing operations _ $ 0.57 $ 0.56 $ 0.65
From discontinued operations ’ 0.02) — 0.01
$ 0.55 $ 0.56 $ 0.66
Weighted-average number of shares of
common stock outstanding (basic and diluted) . 248,298 210,343 88,840

See accompanying notes to consolidated financial statements.
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Balance at December 31, 2002

Net income

Subscriptions received for common

CNL RETIREMENT PROPERTIES, INC.
AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
Years Ended December 31, 2005, 2004 and 2003
(in thousands, except per share data)

stock through public offerings and

reinvestment plan
Retirement of common stock
Stock issuance costs

Distributions declared
($0.7067 per share)

Balance at December 31, 2003

Net income

Subscriptions received for common

stock through public offerings and

reinvestment plan
Retirement of common stock
Stock issuance costs

Distributions declared
($0.7104 per share)

Balance at December 31, 2004 ‘

Net income

Change in fair value of cash
flow hedges

Total comprehensive income

Subscriptions received for common

stock through public offerings and

reinvestment plan
Retirement of common stock
Stock issnance costs

Distributions declared
(30.7104 per share)

Balance at December 31, 2005

: Accumulated Accumulated
Common stock Capital in distributions other
Number Par excess of in excess of comprehensive
of shares value parvalue  _ netincome income Total
44211 $ 442 S 393308 $ (3,955) § — $ 389,795
- — — 58,460 — 58,460
105,998 1,060 1,058,921 —_ — 1,059,981
(132) (1) (1,211) — - (1,212)
— — . (101,299 — ' — (101,299)
— — — (59,784) . — (59,784)
150,077 1,501 1,349,719 . (5,279) — 1,345,941
— — — 117,918 S 117,918
88,155 882 879,386 — — 880,268
(685) 7). (6,491) ‘ — - (6,498)
— . (87,116) - — (87,116)
— — - (147,156) —  (147,156)
237,547 2,376 2,135,498 ‘ (34,517) . — 2,103,357
—_— — — 135,581 — 135,581
- - _ . _ 4,839 4,839
— — — 135,581 4,839 140,420
21,884 218 215218 — — 215,436
(3,904) (39) (37,045) - — (37,084)
—_ — (18,364) — — (18,364)
— — — . (175,958) - (175,958)

255,527 § 2,555> $ 2,295,307 $ (74,894) $ 4,839 $ 2,227,807

See accompanying notes to consolidated financial statements.
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CNL RETIREMENT PROPERTIES, INC.
AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
Years Ended December 31,
2005 2004 2003
Increase (decrease) in cash and cash equivalents:
Operating activities: :
Net income $ 135,581 $ 117,918 $ 58,460
Adjustments to reconcile net income to net cash provided by operating : ‘
activities: / : “
Depreciation and amortization 104,232 68,062 . 18,925
Minority interests in income 706 93 —
Impairment provisions 7,740 1,883 . —_
Net rental income from above (below) market leases ; 523 i —
Lease incentive cost amortization 289 90 . —
Provision for doubtful accounts . 3,300 3,900 —
Equity in earnings of unconsolidated entity, net of cash distributions , . i
received : ) 3) 138
Changes in operating assets and liabilities: ' ' :
Accounts and other receivables - (12,239) (10,171) (11,031)
Accrued rental and direct financing lease income (55,519) (49,520) (13,426 )
Deferred lease incentive cosfs ’ (893) (2,678 ) , —_
Other assets ‘ : (10,134) (4,528) (1,906 ¥
Accounts payabie and other liabilities ' 10,365 5,209 6,426
- Due to related parties ‘ - 28 - 457 195
Security deposits and prepaid rents 4,339 8,840 3,026
Net cash provided by operating activities ' 188,309 139,573 - 60,807
Investing activities:
Investment in land, buildings and equipment (371,026 ) (921,698 ) (661,946 )
Investment in direct financing leases : (278) (50,230) = (263,330)
Investment in intangible lease costs ‘ , (15,044 ) (50,064 ) (23,220)
DASCO Acquisition — (204,441) —
Investment in note receivable \ (16,000 ) — I
Proceeds from note receivable : — : — 2,000
Payment of acquisition fees and costs (20,575) (73,124 ) (53,126)
Payment of deferred leasing costs ‘ (1,039) . (864 ) —
Increase in restricted cash ' 6,082 (9,448 ) (13,127)
Net cash used in investing activities (417,880 ) (1,309,869 ) (1,012,749 )
Financing activities:
Proceeds from borrowings on mortgages payable - . ' 305,485 315,045 170,800
Principal payments on mortgages payable ' (66,219) (28,964) - (13,832)
Proceeds from construction loans payable 63,367 73,618 7,402
Repayments of construction loans payable . (1,315) — . —
Proceeds from borrowings on line of credit 115,000 — 71,370
Repayments on line of credit ' ' (60,000 ) — (51,370 )
Proceeds from term loan ) — 60,000 —
Repayment of term loan , (60,000 ) .
Proceeds from issuance of bonds payable 12,622 12,063 8,203
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CNL RETIREMENT PROPERTIES, INC.
AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS — CONTINUED
(in thousands)

Year Ended December 31,
2005 2004 2003
Financing activities - continued: ‘ :
Retirement of bonds payable 3 9.057) $ °~ (7,736) $  (6,589)
Payment of loan costs 11707) (10,149 ) (7,523)
Contributions from minority interests 3,093 997 —
Distributions to minority interest 459 ) 45) —
Subscriptions received from stockholders 215,397 880,268 - 1,059,981
Distributions to stockholders (175,958 ) (147,138) (59,784 )
Retirement of common stock (40,303 ) (3,933 ) (1,117)
Payment of stock issuance costs v (17,254) (89,039 ) (99,309)
Net cash provided by financing activities 272,692 1,054,987 1,078,232
Net increase (decrease) in cash and cash equivalents 43,121 (115,309) 126,290
Cash and cash equivalents at beginning of year ) 51,781 167,090 40,800
Cash and cash equivalents at end of year $ 94,902 $ 51,781 $ 167,090
Supplemental disclosure of cash flow information:
Cash paid during the year for interest, net of capitalized interest $ 75,654 $ 39,028 $ 7,534
Amounts incurred by us and paid by related parties on our behalf
were as follows:
Acquisition costs $ 210§ 33§ 403
Stock issuance costs 4,250 18,987 17,246

3 4460 § 19318 § 17,649

Supplemental schedule of non-cash investing and financing activities:
DASCO Acquisition
Purchase accounting:
Assets acquired: '

Real estate properties accounted for using the operating method ~ § — § 189,111 $ —
Intangible lease costs 25,623
Cash and cash equivalents 470
Restricted cash ' ‘ : — 633 —
Deferred costs .— 124 —
Other assets — 1,088 —
Goodwill A » — 5,487 C—
Total $ — $ 222536 § —
Liabilities assumed:
Mortgages payable $ — 3 10,562 § —
Construction loans payable : 487
Accounts payable and other liabilities o — 3,379 —
Intangible lease liability — ‘ 2,304 —_
Security deposits — 893 —
- Total ' _ $ — 3 17,625  § —
Net assets acquired $ — 5 204911 $ —
Net assets acquired, net of cash $ — $ 204441 3 —
Mortgage loans assumed on properties acquired - $ 43,076 $ 365,166 § 72,762
Bonds assumed on properties acquired $ — $ — § 8851l

* See accompanying notes to consolidated financial statements.
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CNL RETIREMENT PROPERTIES, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2003, 2004 and 2003

1. Organizational and Basis of Presentation:

Organization — CNL Retirement Properties, Inc., a Maryland corporation, was organized in December 1997 to operate
as a real estate investment trust (a "REIT") for federal income tax purposes. Throughout this document, CNL
Retirement Properties, Inc. and each of its subsidiaries and several consolidated partnerships and joint ventures are
referred to as "we", "us" and "our." Various other wholly owned or majority owned subsidiaries are expected to be
formed in the future for the purpose of acquiring or developing additional real estate properties and holding other
permitted investments. )

We acquire primarily real estate properties related to seniors' housing and health care facilities (the "Properties™)
located primarily across the United States. The Properties may include independent living, assisted living and
skilled nursing facilities, continuing care retirement communities ("CCRC") and life care communities (collectively
"Seniors' Housing"), medical office buildings, specialty and walk-in clinics, free standing ambulatory surgery
* centers, specialty or general hospitals and other types of health care-related facilities (collectively "Medical
Facilities"). Seniors' Housing facilities are generally leased on a long-term, triple-net basis and Medical Facilities are
generally leased on a shorter-term, gross or triple-net basis. -We may provide mortgage financing loans ("Mortgage
Loans"), furniture, fixture and equipment financing ("Secured Equipment Leases") and other loans to operators or -
developers of Seniors' Housing. In addition, we may invest up to a maximum of 5% of total assets in equity
interests in businesses, including those that provide services to or are otherwise ancillary to the retirement and
health care industries. We operate in one business segment, which is the ownership, development, management and
leasing of health care-related real estate. At December 31, 2005, we owned 184 Seniors' Housing facilities, 73
Medical Facilities, including a specialty hospital, 2 walk-in clinics, and 4 Seniors' Housing facilities and a parcel of
_land that we hold for sale.

In August 2004, we acquired a 55% controlling interest in The DASCO Companies, LLC ("DASCQO"), a
development and property management company that managed forty-eight of our Medical Facilities, including two
of our walk-in clinics and was developing five of our Medical Facilities at December 31, 2005. DASCO also
provides development and property management services to.unrelated third parties.

We retained CNL Retirement Corp. (the "Advisor") as our advisor to provide management, acquisition, advisory
and administrative services relating to our Properties, Mortgage Loans, Secured Equipment Lease program, other
loans and other permitted investments pursuant to an advisory agreement that was renewed pursuant to a Renewal
Agreement effective May 3, 2005 for a one-year term and was amended by an amendment to the Renewal
Agreement on July 13, 2005 (the "Advisory Agreement").

Basis of Presentation — The accompanying consolidated financial statements include the accounts of our wholly owned
subsidiaries, DASCO and other éntities in which we own a majority and controlling interest. Interests of unaffiliated
third parties in less than 100% owned and majority controlled entities are reflected as minority interests. All significant
inter-company balances and transactions have been eliminated in consolidation.

2. Summary of Significant Accounting Policies:

Use of Estimates — The preparation of financial statements in conformity with accounting principles generally
accepted in the U.S. ("GAAP") requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

Cash equivalents, accounts and other receivables, and accounts payable and other liabilities are carried at amounts
which approximate their fair values because of the short-term nature of these instruments.

~ Investment Properties and Lease Accounting — Seniors' Housing Properties are leased on a long-term (generally 15
years), triple-net basis whereby the tenants are responsible for all operating expenses relating to the Property,
including property taxes, maintenance, repairs, utilities and insurance, as well as capital expenditures that may be
reasonably necessary to maintain the leasehold in a manner that allows operation for its intended purpose. Seniors'
Housing leases generally provide for minimum and contingent rent and contain renewal options from 5 to 20
successive years subject to the same terms and conditions as the initial term. Medical Facilities are leased on either a
triple-net or gross basis, generally have initial lease terms of 5 to 15 years and are generally subject to renewal
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_CNL RETIREMENT PROPERTIES, INC.
‘ AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2005, 2004 and 2003

' Summa;y of Significant Accounting Policies - Continued:

options. In addition, Medical Fa0111t1es gross leases provide for the recovery of a portion of the properties’ operating
expenses from the tenants. Substantially all Seniors' Housing and Medical Facilities leases require minimum annual
rents to increase at predetermined intervals during the lease terms. For the years ended December 31, 2005, 2004
and 2003, our tenants paid $32.3 million, $21.5 million and $8.1 million, respectively, in property taxes on our
behalf. The leases are accounted for using either the operating or direct financing method.

Operating method ~ For leases accounted for as operating leases, Properties are recorded at cost.

Minimum rent payments contractually due under the leases are récognized as revenue on a straight-line
basis over the initial lease terms so as to produce constant periodic rent recognition over the lease terms.
The excess of rents recognized over amounts contractually due are included in accrued rental income in the
accompanying financial statements. Buildings, land improvements and equipment are depreciated on the
straight-line method over their estimated useful lives of 39 to 40 years, 15 years and 3 to 7 years,
respectively. Tenant improvements are depreciated over the initial lease term. Expenditures for ordinary
maintenance and repairs are charged to operations as incurred, while significant renovations and
enhancements that improve and/or extend the useful life of an asset are capitalized and depreciated over the
estimated useful life.

Direct financing method — For leases accounted for as direct financing leases, future minimum lease
payments are recorded as a receivable. The difference between the rents receivable and the estimated
residual values less the cost of the Properties is recorded as unearned income. Unearned income is
deferred and amortized to income over the lease terms to provide a constant rate of return. Investments in
direct financing leases are presented net of unamortized unearned income. Direct financing leases have
initial terms that range from 10 to 35 years and provide for minimum annual rent. Certain leases contain
provisions that allow the tenants to elect to purchase the Properties during or at the end of the lease terms
for our aggregate initial investment amount plus adjustments, if any, as defined in the lease agreements.
Certain leases also permit us to require the tenants to purchase the Properties at the end of the lease terms
for the same amount.

Impairment of Long-Lived Assets — We evaluate our Properties and other long-lived assets on a quarterly
basis, or upon the occurrence of significant changes in operations, to assess whether any impairment
indications are present that affect the recovery of the carrying amount of an individual asset. We compare
the sum of expected undiscounted cash flows from the asset over its anticipated holding period, including
the asset's estimated residual value, to the carrying value. Ifi impairment is indicated, a loss is provided to
reduce the carrying value of the property to the lower of its cost or its estimated fair value.

Real estate held for sale — Based on the ongoing evaluation of our Properties, we have determined to hold
certain Properties for sale (see Note 10). Statement of Financial Accounting Standards No. 144,
"Accounting for Impairment or Disposal of Long-Lived Assets," ("SFAS 144") requires that long-lived

"assets to be disposed of be reported at the lower of their carrying amount or their fair value less costs to
dispose. SFAS 144 also requires us to stop depreciating these assets at the time the assets are classified as
discontinued operations. In accordance with SFAS 144 we have reclassified the assets and operating
results from certain Seniors' Housing Properties as discontinued operations, restating previously reported
results to reflect the reclassification on a comparable basis. These reclassifications had no effect on
reported equity or net inconie.

When a Property is sold, the related costs and accumulated depreciation, plus any accrued rental income, are
removed from the accounts and any gain or loss from sale is reflected in income.

Intangible Lease Costs — In accordance with Statement of Financial Accounting Standards No. 141, "Business

Combinations" ("SFAS 141"), we allocate the purchase price of acquired Properties to tangible and identified .
intangible assets based on their respective fair values. The allocation to tangible assets (building and land) is based
upon management's determination of the value of the Property as if it were vacant using discounted cash flow
models similar to those used by independent appraisers. The allocation to intangible assets is based upon factors
considered by management including an estimate of carrying costs during the expected lease-up periods considering
current market conditions and costs to execute similar leases. Additionally, the purchase price is allocated to the
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above- or below-market value of in-place leases and the value of customer relationships. The value allocable to the
above- or below-market component of the acquired in-place lease is determined based upon the present value (using
a discount rate which reflects the risks associated with the acquired leases) of the difference between (i) the
contractual. amounts to be paid pursuant to the lease over its remaining term, and (ii) management's estimate of the
amounts that would be paid using fair market rates over the remaining term of the lease. The amounts allocated to
above-market leases are included in intangible lease costs and are amortized to rental income over the remaining
terms of the leases acquired with each Property. The amounts allocated to below-market lease values are included
in an intangible lease liability and amortized to rental income over the remaining term of the associated lease,
including below-market lease extension, if any. ‘

The tofal amount of other mtanglble assets acquired is further allocated to in-place lease origination costs and
customer relatlonshlp values based on management's evaluation of the specific characteristics of each tenant's lease
and our overall relationship with that respective tenant. Characteristics considered by management in allocating '
these values include the nature and extent of the credit quahty and expectations of lease renewals, among other
factors.

Cash and Cash Equivalents — All highly liquid investments with an original maturity of three months or less when
purchased are considered cash equivalents. Cash and cash equivalents consist of demand deposits at commercial banks
and money market funds (some of which are backed by government securities). Cash equivalents are stated at cost plus
accrued interest, which approximates market value.

Cash accounts maintained in demand deposits at commercial banks and money market funds may exceed federally -
insured levels; however, we have not experienced any losses in such accounts. We believe we are not exposed to
any significant credit risk on cash and cash equivalents.

Accounts and Other Receivables — Accounts and other receivables consist primarily of lease payments contractually
due from tenants. On a monthly basis, we review the contractual payments versus the actual cash received. When
we identify delinquencies, an estimate is made as to the amount of provision for loss related to doubtful accounts, if
any, that may be needed based on our review of Property specific circumstances, including the analysis of the
Property's operations and operating trends, current economic conditions and tenant payment history. At December
31, 2005 and 2004, we had reserves for doubtful accounts and other receivables of $7.2 million and $3.9 million,
respectively. The total amount of the reserves, which represent the cumulative provisions less write-offs of
uncollectible rent, if any, are recorded against accounts and other receivables in our consolidated balance sheets.

Deferred Loan Costs — Loan costs are capitalized and are amortized as interest over the terms of the respective loan
agreements on a basis which approximates the effective interest method. Unamortlzed deferred loan costs are
expensed when the associated debt is retired before maturity.

Goodwill — In connection with the acquisition of DASCO, we allocated $5.8 million to goodwill, which represented
the excess of the purchase price plus closing costs paid over the fair market value of the tangible assets acquired in
the business acquisition (see Note 19). In accordance with SFAS 141, and Statement of Financial Accounting
Standards No. 142 "Goodwill and Other Intangible Assets," goodwill is not amortized but is tested quarterly for
impairment. If quoted market prices are not available for the impairment analysis, we use other valuation
techniques that involve measurement based on projected net earnings of the underlying reporting unit.

Investment in Unconsolidated Entity — We own a 9.90% interest in CNL Plaza, Ltd., a limited partnership that owns an
office building located in Orlando, Florida, in which the Advisor and its affiliates lease office space. Our investment in
the partnership is accounted for using the equity method because we have significant influence.

Development Costs — Development costs, including interest, real estate taxes, insurance and other costs incurred in
developing new Properties, are capitalized during construction. Upon completion of construction, development
costs are depreciated on a straight-line basis over the useful lives of the respective assets.
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Capitalized Interest — Interest, including loan costs for borrowings used to fund development and construction, is
capitalized as construction in progress and allocated to the respective assets. For the.years ended December 31,
2005 and 2004, interest of $4.8 million and $0.7 million, respectively, was capitalized to construction in progress.

H

Deferred Income — Rental income contractually due under leases from Properties that are under development are
recorded as deferred income. Upon completion of construction, deferred income is amortized to revenue on a
straight-line basis over the remaining lease term.

Bonds Payable — Our two CCRCs hold non-interest bearing life care bonds payable to certain residents of the
CCRCs. Generally, the bonds are refundable to the resident or to the resident's estate upon termination or
cancellation of the CCRC agreement. One of our other Seniors' Housing facilities requires that certain residents of
the facility post non-interest bearing occupancy fee deposits that are refundable to the.resident or the resident's estate the
earlier of the re-letting of the unit or after two years of vacancy. Proceeds from the issuance of new bonds are used
to retire existing bonds. As the maturity of these obligations is not determinable, no interest is imputed.

Minority Interests — Minority interests in consolidated real estate partnerships represents the minority partners' share
of the underlying net assets of the consolidated real estate partnerships. Net income or net losses, contributions and
distributions for each partnérship are allocated to the minority partner in accordance with the partnership agreement.

FF&E Reserve Income~ A furniture, fixture and equipment (”FF&E") cash reserve has been established with
substantially all of the Seniors' Housing lease agreements. In accordance with the agreements, the tenants deposit
funds into restricted FF&E cash reserve accounts and perlodlcally use these funds to cover the cost of the
replacement, renewal and additions to FF&E. In the event that the FE&E reserve is not sufficient to maintain the
Property in good working condition and repair, we may make ﬁxed asset expenditures, in which case annual rent
would be increased. ‘

All funds in the FF&E resérve accounts held by us, 1nclud1ng the interest earned on the funds and all property
purchased with the funds from the FF&E reserve are our assets; therefore, we recognize the FF&E reserve payments
as income. FF&E purchased with FF&E reserve funds that improve or exténd the useful lives of the respective
Properties are capitalized. All other FF&E costs are recorded as property operating expenses in the accompanying
consolidated financial statements. For a number of our leases, FF&E reserve accounts are held by each tenant until
the end of the lease term at Whlch time all property purchased with funds from the FF&E reserve accounts become
our assets:

With respect to 13 Properties subject to direct financing leases, FF&E teserve accounts are held by each tenant and -
all property purchased with funds from the FF&E accounts will remain the property of the tenants. Accordmgly, we
do not recognize FF&E reserve income relatlng to these direct financing leases. ,

Derivative Instruments and Hedging Activities — Statement of Financial Accounting Standards No. 133,
"Accounting for Derivative Instruments and Hedging Activities" ("SFAS 133"), as amended and interpreted,
establishes accounting and reporting standards for derivative instruments, including certain derivative instruments
embedded in other contracts, and for hedging activities. As required by SFAS 133, we record all derivatives on the
balance sheet at fair value. We do.not invest in derivatives for trading purppses. Our objective in using derivatives
is to limit exposure to changes in interest rates on our debt obligations. To accomplish this objective, we use
interest rate swaps to hedge the variable cash flows associated with existing variable-rate debt. These interest rate
swaps, designated as cash flow hedges, involve the receipt of variable-rate amounts in exchange for fixed-rate
payments over the life of the agreements without exchange of the underlying principal amount. :

For derivatives designated as cash flow hedges, the effective portion of changes in the fair value of the derivative is
initially reported in other comprehensive income and subsequently reclassified to earnings when the hedged
transaction affects earnings, and the ineffective portion of changes in the fair value of the derivative is recognized
directly in earnings. We assess the effectiveness of each hedging relationship by comparing the changes in fair
value or cash flows of the derivative hedging instrument with the changes in fair value or cash flows of the
designated hedged item or transaction. (See Note 12.)
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Income Taxes — We are taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code of 1986, as
amended, and related regulations. As a REIT, we generally will not be subject to federal corporate income taxes on
amounts distributed to stockholders, providing we distribute at least 90% of our REIT taxable income and meet certain
other requirements for qualifying as a REIT. At December 31, 2005, 2004 and 2003, we were in compliance with all
REIT requirements and were not subject to federal income taxes. State and local taxing authorities apply their own
rules and regulations that adjust the federal taxable income of REITs to arrive at state taxable income. For the year
ended December 31, 2005, we determined that the REIT would be subject to state and local income taxes of
approximately $40, 000

-We hold five wholly owned taxable REIT subsidiaries which enablé us to engage in non-REIT activities. Taxable
REIT subsidiaries are subject to federal, state, and local income taxes. For the year ended December 31, 2005, we
determined that the taxable REIT subsidiaries collectively would be subject to federal income taxes and applicable
state income taxes of approximately $0.4 million.  We recorded a tax provision on each of the taxable REIT
subsidiaries for their respective share of the estimated federal, state, and local income taxes. This provision is -
included in general and administrative expenses-in the accompanying consolidated statements of income.

Income Per Share — Basic income per common share is calculated based upon net income (income available to common
stockholders) divided by the weighted-average number of shares of common stock outstanding during the period. As of
December 31, 2005, 2004 and 2003, we did not have any potentially dilutive common shares.

Reclassifications — Certain items in the prior periods' financial statements have been reclassified to conform to the
2005 presentation, including those related to our real estate held for sale (see Note 10). These reclassifications had
no effect on reported equity or net income.

Recently Issued Accounting Pronouncements — In May 2005, the: Financial Accounting Standards Board ("FASB")
-issued Statement of Financial Accounting Standards No. 154, "Accounting Changqs and Error Corrections — A
Replacement of APB Opinion No. 20 and SFAS No. 3" ("SFAS 154"). SFAS 154 changes the requirements for the
accounting and reporting of a change in accounting principle by requiring that a voluntary change in accounting
principle be applied retrospectively with all prior periods' financial statements presented on the new accounting
principle, unless it is impracticable to do so. SFAS 154 also requires that a change in deprec1at10n or amortization
for long-lived, non-financial assets be accounted for as a change in accounting estimate effected by a change in
accounting principle and corrections of errors in previously issued financial statements should be termed a
"restatement.” SFAS 154 is effective for accounting changes and corrections of errors made in fiscal years
beginning after December 15, 2005. We believe that the adopt1on of SFAS 154 will not have a material effect on
our consolidated financial statements. .
In March 2005, the FASB issued Interpretation No. 47, "Accounting for Conditional Asset Retirement Obligations,"
("FIN 47" an interpretation of Statement of Financial Accounting Standards No. 143, "Accounting for Asset
Retirement Obligations"("SFAS 143™). FIN 47, which is effective for fiscal years ended after December 15, 2003,
clarifies that the term "conditional asset retirement obligation," as used in SFAS 143 refers to a legal obligation to
perform an asset retirement activity in which the timing and/or method of settlement are conditional on a future
event that may or may not be within the control of the entity. The obligation to perform the asset retirement activity
is unconditiondl even though uncertainty exists about the timing and/or method of settlement. FIN 47 requires a
company to recognize the liability for the fair value of the conditional asset retirement obligation if the fair value of
‘the liability can be reasonably estimated. Any liability accrued is offset by an increase in the value of the asset.
Adoption of FIN 47 did not have a material impact on our financial statements.
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3. Public Offerings:

Upon formation in December 1997, we received an initial capital contribution of $200,000 for 20,000 shares of common
stock from the Advisor. From our inception through December 3l 2005, we have made five publlc offerings and
received subscriptions as follows (in thousands):

: Offering Subscriptions
Offering Date Completed Shares (b) Amount Shares () Amount

Initial Offering September 2000 15,500 $ 155,000 972 $ 9,719
2000 Offering May 2002 . 15,500 : 155,000 15,500 155,000
2002 Offering April 2003 45,000 450,000 45,000 450,000
2003 Offering April 2004 - 175,000 . 1,750,000 156,793 1,567,925
2004 Offering Open (a) ~__ 400,000 4,000,000 . _ 41,548 415,485

651,000 $ 6,510,000 259,813 $2,598,129

(a) 2004 Offering will close on or before Maroh 26, 2006.

(b) Includes reinvestment plan shares of 500 in each of the Initial and 2000 Offerings, 5,000 in the 2002 Offering,
25,000 in the 2003 Offering and 15,000 in the 2004 Offering. .

(c) Includes reinvestment plan shares of 5 in the Initial Offering, 42 in the 2000 Offermg, 129 in the 2002 Offering,
1, 728 in the 2003 Offering and 8,749 in the 2004 Offermg

The price per share of all of the equity offerings of our common stock has been $10.00 per share, with the exception of (i)
shares purchased pursuant to volume or other discounts and (ii) shares purchased through our reinvestment plan, which
are currently priced at $9.50 per share.

In July 2004, the stockholders approved a resolution to amend our Amended and Restated Articles of Incorporation to
increase the number of authorized shares of common stock from 450 million to one billion.

We incurred offering expenses, including selling commissions, marketing support fees, due diligence expense
reimbursements, filing fees, legal, accounting, printing and escrow fees, which have been deducted from the gross
proceeds of the offerings. Offering expenses together with selling commissions, marketing support fees and due
diligence expense reimbursements will not exceed 13% of the proceeds raised in connection with our public
offerings. Under our first four public offerings ("Prior Offerings"), the Advisor and its affiliates were entitled to
selling commissions of 7.5%, a marketing support fee of 0.5% and an acquisition fee of 4.5% of gross offering and
debt proceeds. Under the 2004 Offering, the Advisor and its affiliates are entitled to selling commissions of 6.5%, a
marketing support fee of 2.0% and acquisition fees equal to 3.0% of gross offering and loan proceeds from
permanent financing for the period from May 3, 2005 through December 31, 2005 (4.0% of gross proceeds and loan
proceeds for the period from May 14, 2004 through May 2, 2005).

During the years ended December 31, 2005, 2004 and 2003, we incurred $18.4 million, $87.1 million and $101.3
million, respectively, in offering costs, including $14.1 million, $68.8 million and $85.1 million, respectively, in
selling commissions and marketing support fees. These amounts are treated as stock issuarnce costs and charged to
stockholders' equity.
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T4, * Investment Properties:

Accounted for Using the Operating Method — Properties subject to operating leases consisted of the following at
December 31 (dollars in thousands):

: 2005 2004 -

Land and land improvements $ 345,936 $ 311,198
Buildings and building improvements ! 2,523,724 2,118,086
Tenant improvements , 96,084 62,641
Equipment ‘ 75,700 65,936

‘ : 3,041,444 2,557,861
Less accumulated depreciation _ (157,746) . (73,716)
o 2,883,698 2,484,145
Construction in progress 31,119, 96,803

$ 2,914,817 § 2,580,948

Number of Properties (1) (2):
Seniors' Housing:

Operating , 150 130
Under construction 1 3

' 151 133

Medical Facilities:

Operating - ‘ 68 49
Under construction v 5 3

‘ 73 52

224 185

(1) At December 31, 2005, excludes four Seniors’ Housing facilities and a parcel of land held for
' sale. At December 31, 2004, excludes four Seniors' Housing facilities held for sale.

(2) At December 31, 2005; includes 26 Medical Facilities and one Seniors' flousing facility
subject to long-term ground lease agreements. At December 31, 2004, includes 20 Medical
Facilities subject to long-term ground lease agreements.

For the years ended December 3 1, 2005, 2004 and 2003, we recognized $46.7 million, $40.4 million and $13.2
million, respectively, of revenue from the straight-lining of lease revenues over current contractually due amounts.
These amounts are included in rental income from operating leases in the accompanying consolidated statements of
income.

Future minimum lease payments contractually due under the'noncancellable operating leases at December 31, 2005,
exclusive of renewal option periods and contingent rents, were as follows. (in thousands):

2006 ‘ $ 269,257

2007 272,121
2008 . 274,547
2009 275,613
2010 . 274,695
‘Thereafter - . 4 2,475,678

$ 3,841,911
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4, Investment Properties — Continued:

Accounted for Using the Direct Financing Method — The components of net investment in direct financing leases
consisted of the following at December 31 (dollars in thousands):

2005 2004
Minimum lease payments receivable $ 1,477,576 $ 1,529,171
Estimated residual values 449,099 449,099
Less unearned income (1,437,992) (1,498,219)
Net investment in direct financing leases $ 488,683 $ 480,051
Properties subject to direct financing leases 33 33

Lease payments due to us relating to six land-only direct financing leases with a carrying value of $131.9 million
are subordinate to first mortgage construction loans with third parties entered into by the tenants to fund
development costs related to the Properties.

Future minimum lease payments contractually due on direct financing leases at December 31, 2005, were as follows (in
thousands):

2006 S 547235
2007 55,224
- 2008 56,314
2009 58,126
2010 60,155
Thereafter 1,193,522

$ 1,477,576

5. Intangible Lease Costs:

Intangible lease costs included the following at December 31 (in thousands):

2005 2004

Intangible lease origination costs:
In-place lease costs $ 103,736 § 88,740
Customer relationship values 12,152 11,698
. 115,888 100,438
Less accumulated amortization (23,643) (9,934
92,245 90,504
Above-market lease values 9,744 8,475
Less accumulated amortization (2,378) (742)
7,366 7,733

$ 99,611 $ 98237

Above-market lease values are amortized to rental income over the remaining terms of the leases acquired in
connection with each applicable Property acquisition. Above-market lease amortization charged against rental
income from operating leases in the accompanying consolidated statements of income was $1.7 million, $0.7
million and $0, respectively, for the years ended December 31, 2005, 2004 and 2003.
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5. Intangible Lease Costs — Continued:

The estimated amortization expense for in-place lease costs and customer relationship values, and the estimated
rental income amortization for above-market lease values at December 31, 2005, were as follows (in thousands):

Customer Above-
In-place lease relationship market lease

costs values values
2006 $ 10,712 $ 1,902 $ 1,523
2007 _ 8,849 1,294 1,225
2008 o 7,873 1,161 1,051
2009 ‘ 7,147 984 934
2010 6,389 776 655
Thereafter - ‘ 42,770 2,388 1,978
‘ $ 83,740 $ 8,505 $ 7,366

6. Restricted Cash:

Restricted cash included the following at December 31 (in thousands):

2005 2004

Transfer agent escrows ' $ 4,980 $ 13,214
Horizon Bay tenant rent deposit ‘ 3,109 9,537
FF&E reserves , 4,509 4,894
Lender escrow reserves 6,908 3,808
Property acquisition deposits ' — 1,950
Other » 2,414 1,027

$ 21,920 $ 34,430

7. Accounts and Other Receivables:

Accounts and other receivables included the following at December 31 (in thousands):

. 2005 2004
Rental revenues receivable $ 27,301 $ 21,790
Other receivables : 3,385 2,655
30,686 24,445
Allowance for doubtful accounts : (7,200) (3,900)

$ 23486 3 20,545

At December 31, 2005 and 2004, past due rents aggregated $14.8 million and $10.7 million, respectively. The
provision for doubtful accounts for the years ended December 31, 2005, 2004 and 2003, was $3.4 million, $3.9
million and $0, respectively, which included $3.1 million, $3.9 million and $0, respectively, from continuing
operations and $0.3 million, $0 and $0, respectively, from discontinued operations. Additionally, during 2005,
accounts receivable of $0.1 million related to certain Medical Facilities tenants were written off.
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8. Deferred Costs:

Deferred costs included the following at December 31 (in thousands):

_ 2008 2004
Financing costs $ 26,679 $ 17,989
Leasing commissions 989 523
Other lease costs . 767 341
28,435 18,853
Less accumulated amortization (8,503) (5,408)
' \ 19,932 13,445
Lease incentives 5,153 4,114
Less accumulated amortization (380) (90)
| 4,773 4,024

8 24,705 ~§ 17,469

Lease incentive costs are amortized to rental income over the terms of the leases. Lease incentive cost amortization
charged against rental income was $0.3 million, $0.1 million and $0, for the years ended December 31, 2005, 2004
and 2003, respectively.

9. Other Assets:

Other assets inciuded the following at December 31 (in thousands):

(1)

- 2005 2004
Senior Secured Term Loan (1), $ 16,000 $ —
Property acquisition deposits . - 10,601 -
Acquisition costs ) 7,633 2,972
Deferred receivables (2) " 6,638 942
Prepaid expenses ' ‘ 4,950 6,400
Fair value of cash flow hedges o 4,839 . —
Other : 2,274 - 1,098
‘ '$° 52935 $ . 11,412

In August 2005, we entered into an agreement to provide an affiliate of the Cirrus Group, LLC
(“Cirrus") with an interest only, five-year, senior secured term loan under which up to $85.0 million
(plus capitalized interest) may be borrowed-to finance the.acquisition, development, syndication and-
operation of new and existing surgical partrierships ("Senior Secured Term Loan"). Certain of these
surgical partnerships dre tenants in the Medical Facilities acquired from Cirrus. During the first 48
months of the term, interest at a rate of 14.0%, will accrue, of which 9.5% will be payable monthly
and the balance of 4.5% will be capitalized; thereafter, interest at the greater of 14.0% or LIBOR plus
9.0% will be payable monthly. -The loan is subject to equity contribution requirements and borrower
financial covenants that will dictate the draw down availability, is'collateralized by all of the assets of
the borrower (comprised primarily of interest in partnerships op‘erating surgical facilities in premises

~ leased from a Cirrus affiliate) and is guaranteed up to $50.0 million through a combination of (i) a

ey

pérsonal guarantee of up to $13.0 million by a prmcxpal of Cirrus and (ii) a guarantee of the balance
by.other pnnmpals of Cirrus under arrangements for recourse limited only to their interests in certain
entities ownmg real estate. The carrymg value of the loan at December 31, 2005, approx1mated its
fair value.’ : ‘

In connection with the Senior Secured Term Loan, we-received 'stock warrants which are exercisable
into a 10% to 15% ownership interest of the borrower. The stock warrants are exercisable at the
earlier of an event of default or the full repayment of the Senior Secured Term Loan and expire in
September 2015.

Represents rental revenue receivable reclassified from accounts receivable to other assets in
accordance with certain lease provisions. .
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10. Real Estate Held For Sale:

[}

As of December 31, 2005, real estate held for sale included four Seniors' Housing facilities with an aggregate net
carrying value-of $9.4 million and a 10.4 acre parcel of land that was acquired in 2005 for $3.2 million as part of a
portfolio of Seniors' Housing Properties. We determined to hold these Properties for sale during late 2004 and 2005
and recognized aggregate impairment charges of approximately $9.6 million to reduce the Properties' carrying value to
their estimated fair value less the estimated costs to dispose. In July 2005, we entered into an agreement with a buyer to
sell two of the Properties for an expected aggregate sales price of approximately $6.0 million. In January 2006, we
entered into an agreement to sell one additional Property for an expected sales price of approximately $2.1 million.

In accordance with' SFAS 144, we have reclassified the assets and fo;ﬂerét'mg results from the Seniors' Housing
- Properties as discontinued operations, restating previously reported results to reflect the reclassification on a

comparable basis..- These reclassifications had no effect on reported equity or net income.

The assets of the real estate held for sale were presented separately in the accompanying consolldated balance sheets
and con51sted of the following at December 31 (in thousands) :

. o - 2005. . 2004

Real estate investment properties accounted - . :
for using the operating method, net , 8§ 12,066 $ 16,599
Accrued rental income \ ' 626 583

$ 12,692 8 ~ 17,182

The operational results associated with the Properties were presented as income (loss) from discontinued operations
in the accompanying consolidated statements of income. Summanzed financial 1nformat1on was as follows (in
thousands): ‘

o ' 2005 2004 2003

Rental income from operating leases $ 1,716 $ 2,196 3 960
Provision for doubtful accounts ' (350) —_ —
Impairment provisions : » ' (7,740) (1,883) —_
Income (loss) from discontinued operations ~ * (6,834) (433) - : 596
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11. Indebtedness:

Mortgage Notes Payable — Mortgage notes payable and the Net Book Value ("NBV") of the associated collateral as

of December 31, 2005, consisted of the following at December 31 (in thousands):

2005

2004

NBV

Mortgage payable with both variable-rate and fixed-rate »

components. Fixed rate at 5.63% and variable rate based on

the 3 to 9 month Fannie Mae Discount MBS rate plus 0.95%

(5.39% combined weighted-average interest rate at

December 31, 2005), maturing October 2013 $ 241,871 (1)

Various mortgages payable, interest only payments at

variable rates ranging from LIBOR plus 1.0% to 3.0%

(5.70% weighted-average interest rate at December 31,

2005), maturing from November 2006 to March 2010 284,105 (2)

Two mortgages payable, interest only payments at a 30-day

commercial paper rate plus 1.82% or 2.15% (6.36%

weighted-average interest rate at December 31, 2005),

maturing March 2007 and May 2007 43,920

Various fixed-rate mortgages payable, interest only

payments, bearing interest at rates ranging from 4.85% to

6.06%, (5.71% weighted-average interest rate at December

31, 2005), maturing September 2010 through November 263,810

Various fixed-rate mortgages payable, principal and interest

payments, including net premiums of $1.0 million and $0.7

million at December 31, 2005 and 2004, respectively,

bearing interest at rates ranging from 4.91% to 8.42%

(6.25% weighted-average interest rate at December 31, _

2005), maturing July 2007 through November 2038 ‘ 386,484 (3)

$

192,680

193,931

43,920

167,145

339,913

$

445,925

497,514

98,103

517,757

629,632

$

937,589

$

2,188,931

$ 1,220,190

(1) On October 3, 2005, we (i) exercised an extension option available under the $140.4 million mortgage
notes that were to mature in October 2005, (ii) negotiated the inclusion of an $82.2 million variable-rate
mortgage loan due to mature in April 2008 and (iii) drew an additional $19.4 million under the facility, all
with a new maturity date of October 2013. The facility contains provisions that will allow us to draw an
additional $58.0 million upon providing additional collateral. Of the new $242.0 million mortgage note
payable, $121.0 million bears fixed-rate interest at 5.63% requiring principal and interest payments
through maturity and $121.0 million bears variable-rate interest based on the 3 to 9 month Fannie Mae
Discount MBS rate plus 0.95% (5.16 % at December 31, 2005) requiring interest only payments through
maturity. We also have the option to convert the variable-rate debt component to fixed-rate debt.
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1. Indebtedness — Continued:

(2) We entered into interest rate swap agreements tied to debt with an aggregate notional amount of $233.8

million to hedge against unfavorable fluctuations in LIBOR rates (see Note 12).

(3) Certain fixed-rate loans contain substantial prepayment penalties and/or defeasance provisions that could
preclude the repayment of the loans prior to their maturity dates. :

Maturities for all mortgage notes payable, excluding loan premiums of $1.0 million, at December 31, 2005 were as

follows (in thousands):

2006

2007

2008

‘ : 2009

. 2010
Thereafter

v

$ 55776

66,989

61,479
143,453
374,433

517,076
_8 1219206

Bonds Payable — At December 31, 2005 and 2004, we had $98.0 million and $94.5 million, respéctively, of non-
interest bearing life care bonds at our two CCRCs and non-interest bearing occupancy fee deposits at a Seniors'

Housing facility, all of which were payable to certain residents of the facilities (collectively "Bonds Payable").

During 2005, the tenants of the facilities issued new Bonds Payable to new residents of the facilities totaling $12.6
million and used the proceeds from the Bonds issued in the current period and prior periods to retire $9.1 million of
Bonds on our behalf.” At December 31, 2005, $68.7 million of the Bonds were refundable to the residents upon the
resident moving out or to a resident’s estate upon the resident’s death and $29.4 million of the Bonds were
refundable after the unit has been successfully remarketed to a new resident.

Construction Loans Pavable — Construction loans payable consisted of the following at December 31 (in thousands):

Five construction loans payable, each bearing interest at 30-
day LIBOR plus 2.25% (6.62% at December 31, 2005), with
monthly interest only payments; maturing November 2006

Construction loan payable bearing interest at the lender's base
rate, as defined, less 0.75% with a minimum rate of 6.50%
(6.50% at December 31, 2005), with monthly interest only
payments, maturing December 2007 '

Construction loan payable bearing interest at 30-day LIBOR
plus 1.75% (6.12% at December 31, 2005), with monthly
1nterest only payments, maturmg July 2009

Two construction loans payable bearing interest at 30-day -
LIBOR plus 1.60% (6.31% at December 31, 2005), with
monthly interest only payments, maturing December 2009

Construction loan payable bearing interest at 30-day LIBOR
plus 1.70% (5.99% at December 31, 2005), with monthly -
interest only payments, maturing April 2012

Construction loan payable bearing interest at 30-day LIBOR
plus 1.80% (6.09% at December 31, 2005), with monthly
interest only payments, maturing December 2013
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Total Facility 2005 2004
$ 83,100 75499 § 47,148
48,000 44,696 32,339
14,287 11,750 2,021 |
19,148 405 _
11,280 6,096 —
6,600 5,114 _
$ 182,415 143,560 $ 81,508
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11. . Indebtedness — Continued:

Line of Credit — On August 23, 2005, we amended and restated our $85.0 million credit agreement and closed on a
$320.0 million amended and restated senior secured revolving line of credit, which permits us to expand the
borrowing capacity up to $400.0 million and extended the initial maturity date to' August 23, 2007 (the "Revolving
LOC"). The amount available for use under the Revolving LOC is subject to certain limitations based on the
_pledged collateral. The Revolving LOC is collateralized by 36 Properties with a carrying value of approximately
$390.4 million at December 31, 2005, that in the aggregate, currently allows us to draw up to $283.0 million. The
Revolving LOC contains two one-year extension options and may be used to fund the acquisition and development
of Properties, purchase other permitted investments and for general corporate purposes. The Revolving LOC
requires interest only payments at LIBOR plus a percentage that fluctuates depending on our aggregate amount of
debt outstanding in relation to our total assets (6.20% all-in rate at December 31, 2005, which represents a pricing.
of LIBOR plus 170 basis points). At December 31, 2005, $75.0 million was outstanding under the Revolving LOC.

Term Loan. — On January 13, 2005, we repaid and terminated a $60.0 mi]lior} 14:day term loan used for the
acquisition of Properties for which permanent financing was obtained in January 2005.

Interest and loan cost amortization expense was $76.2 million, $42.8 million and $9.6 million for the years ended
December 31, 2005, 2004 and 2003, respectively, including $0.4 million, $1.1 million and $0 of loan costs written
off related to the early termination of debt for the years ended December 31, 2005, 2004 and 2003, respectively.
For the years ended December 31, 2005, 2004 and 2003, interest of $4.8 million, $0.7 million and $0, respectively,
was capitalized to construction in progress.

The fair market value of our outstanding mortgage notes and construction loans payable was $1.4 billion at
December 31, 2005.

We were in compliance with all of our financial covenants as of December 31, 2005.

12. Financial Instruments: Derivatives and Hedging:

In May 2005, we entered into two interest rate swap agreements effective June 1, 2005, and one interest rate swap
agreement effective July 1, 2005, for an aggregate notional amount of $233.8 million to hedge against unfavorable
fluctuations in interest rates on our variable interest rate mortgage notes payable. At December 31, 2005,
derivatives with a fair value of $4.8 million were included in other assets in the accompanying consolidated balance
sheets. The change in net unrealized gain of $4.8 million as of December 31, 2005, for derivatives designated as
cash flow hedges is disclosed separately in the accompanying consolidated statements of stockholders' equity as the
change in fair value of cash flow hedges.

Amounts reported in accumulated other comprehensive income related to derivatives will be reclassified to interest
. expense as interest payments are made o our variable-rate debt. The change in net unrealized income on cash flow
hedges reflects a reclassification of $0.6 million of net unrealized gain from accumulated other comprehensive
income to interest expense during the year ended December 31, 2005. During the next twelve months, we expect to
reclassify approximately $1.2 million of the current balance held in accumulated other comprehensive income
related to the interest rate swaps to earnings as a reduction of interest expense.

Cash flow hedges at December 31, 2005 consisted of the following:

Notional
Amount ' ‘ Fair Value
Hedge Type (in thousands) Rate Maturity (in thousands)
Swap, Cash Flow $ 100,000 4.1840% January 12, 2010 $ 2,062
Swap, Cash Flow 83,750 4,1764% January 1, 2010 1,738
Swap, Cash Flow 50,000 4.2085% March 31, 2010 - 1,039
' $ 233,750 o .~ $ 4,839
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13. Intangible L ease Liability:

Intangible lease liability at December 31, 2005 and 2004, was $4.5 million and $3.7 million, respectively, consisting
of the unamortized carrying value of below-market-rate leases associated with Properties acquired. Intangible lease

liability is amortized over the remaining term of the associated lease, including below-market lease extension, if
any. Intangible lease liability accreted to rental income from operating leases in the accompanying consolidated

statements of income was $1.1 million, $0.7 million and $0, for the years ended December 31, 2005, 2004 and

2003, respectively.

14. Commitments and Contingencies:

Commitments — Commitments, contingencies and guarantees by expiration period as of December 31, 2005 (in

thousands):
Less than 1 4-5 )
Year 2-3 Years Years Total

Pending investments (1) $ 157,100 - § — $ - — $ 157,100
Unfunded Senior Secured Term Loan (2) 69,000 — . — 69,000
Capital improvements to Properties 62,620 — — 62,620
Earnout provisions (3) ' 25,979 — — 25,979

Guarantee of uncollateralized promissory :
note of CNL Plaza, Ltd. (4) : — — 2,313 2,313
8 — $ 2313 $ 317,012

$ 314,699

(1) As of December 31, 2005, we had initial commitments to acquire 12 Medical Facilities for which we had
posted a non-refundable $10.6 million deposit. In January 2006, we completed the acquisition of seven
Medical Facilities for $84.5 million, including the application of $6.0 million of the non-refundable deposit
that we had posted as of December 31, 2005. The remaining Properties are expected to be acquired in the
first quarter of 2006. The acquisition of each of these Properties is subject to the fulfillment of certain
conditions. There can be no assurance that any or all of the conditions will be satisfied or, if satisfied, that
we will acquire one or more of these investments..

(2) Represents the unfunded portion under the $85.0 million Senior Secured Term Loan.

(3) In connection with the acquisition of 41 Properties, we may be required to make additional payments to the
seller if certain earnout provisions are achieved by the eamout date for each Property. The calculation
generally considers the net operating income for the Property, our initial investment in the Property and the
fair value of the Property. In the event an amount is due, the applicable lease will be amended and annual
minimum rent will increase accordingly. Amounts presented represent maximum exposure to additional
payments. Earnout amounts related to six additional Properties are subject to future values and events
which are not quantifiable at December 31, 2005, and are not included in the table above.

(4) In connection with the ownership of a 9.90% limited partnership interest in CNL Plaza, Ltd., we severally
guaranteed 16.67%, or $2.3 million, of a $14.0 million uncollateralized promissory note of the general
partner of the limited partnership that matures December 31, 2010. As of December 31, 2005, the
uncollateralized promissory note had an outstanding balance of $13.9 million.

Ground Leases — Twenty-seven of our Properties are subject to ground leases. These ground leases have
predetermined rent increases based on the CPI index or a defined percentage and termination dates ranging from
2038 to 2084. Twenty-one of the ground leases contain renewal options for terms of 30 to 50 years. During the
years ended December 31, 2005, 2004 and 2003, we recognized ground lease expense of $0.5 million, $0.2 million
and $0, respectively, including $0.2 million, $13,000 and $0, respectively, from the straight-lining of ground lease
expense, which is included in Seniors' Housing property expenses and Medical Fac111tles operating expenses in the
accompanying consolidated statements of income.
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14. Commitments and Contingencies — Continued:

Future minimum lease payments due under ground leases at December 31, 2005, exclusive of renewal option
peériods, were as follows (in thousands):

2006 ‘ $ 372
2007 490
2008 491
2009 493
2010 495
Thereafter 23,750
’ $ 26,091

Opi erating [ eases — At December 3 1, 2005, future minimum lease payments due under an operating lease for
DASCO's administrative offices which terminates in 2011 were $0.2 million for each of the next six years.

Legal Matters — From time to time, we are exposed to litigation arising from an unidentified pre-acquisition
contingency or from the operation of our business. We do not believe that resolution of these matters will have a
material adverse effect on our financial condition or results of operations.

15. Redemption of Shares:

We have a redemption plan under which we may elect to redeem shares, subject to certain conditions and limitations.
Under the redemption plan, prior to such time, if any, as listing of our common stock on a national securities
exchange or over-the-counter market occurs, any stockholder who has held shares for at least one year may present
to us all or any portion équal to at least 25% of their shares for redemption in accordance with the procedures
outlined in the redemption plan. Upon presentation, we may, at our option, redeem the shares, subject to certain
conditions and limitations. However, at no time during a 12-month period may the number of shares we redeem
exceed 5% of the number of shares of our outstanding common stock at the beginning of the 12-month period.
During the years ended December 31, 2005, 2004 and 2003, 3,904,039 shares, 685,396 shares and 131,781 shares of
common stock were redeemed and retired for $37.1 million, $6.5 million and $1.2 million, respectively. In the second
quarter of 2004, we amended our redemptlon plan to change the redemption price ﬁom $9 20 per share to $9 50 per
share.

16. - Distributions:

For the years ended December 31, 2005, 2004 and 2003, approximately 67%, 60% and 71%, respectively, of the
distributions paid to stockholders were.considered ordinary income and approximately 33%, 40% and 29%,
respectively, were considered a return of capital to stockholders for federal income tax purposes. For the years ended
December 31, 2005, 2004 and 2003, no amounts distributed to the stockholders are required to be or have been treated
by us as a return of capital for purpeses of calculating the stockholders' 8% return, which is equal to an 8%
cumulative, non-compounded annual return on the amount calculated by multiplying the total number of shares of
common stock purchased by stockholders by the issue price, without deduction for volume or other discounts,
reduced by the portion of any distribution that is attributable to net sales proceeds and by any amount we have paid
to repurchase shares under our redemption plan.

17. ‘ Related Party Arrangements:

Certain of our directors and officers hold similar positions with the Advisor, the parent company of the Advisor and
the managing dealer of our public offerings, CNL Securities Corp. Our chairman of the board indirectly owns a
controlling interest in the parent company of the Advisor. These affiliates receive fees and compensation for
services provided in connection with the common stock offerings, permanent ﬁnancmg and the acquisition,
management and sale of our assets.
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17. " Related Party Arrangements — Continued:

Pursuant to the Advisory Agreement, as amended and renéwed, the Advisor and its affiliates earn certain fees and
are entitled to receive reimbursement of certain expenses. During the years ended December 31, 2005, 2004 and
2003, the Advisor and its affiliates earned fees and incurred reimbursable expenses as follows (in thousands): -

Years ended December 31,

2005 2004 2003
Acquisition fees (1): .
From offering proceeds $ 5,874 $ 38,286 $ 47,644
From debt proceeds : 13,789 29,952 11,277
_ . 19,663 68,238 58,921
Asset management fees (2) 19,217 - 13,047 4,372
Reimbursable expenses (3):
Acquisition expenses . 210 331 403
General and administrative expenses ' 5,989 4313 2,255
: 6,199 ‘ 4,644 : 2,658

$ 45,079 $ 85929 $ 65951

- (1) For the period from May 3, 2005 through December 3 1‘, 2005, acquisition fees for, among other
’ things, identifying Properties and structuring the terms of the leases were equal to 3.0% of gross
offering proceeds and loan proceeds from permanent financing under the 2004 Offering (4.0% of
gross offering and loan proceeds for the period from May 14, 2004 through May 2, 2005 and 4.5%
of gross offering and loan proceeds under the Prior Offerings). These fees are included in other
assets in the accompanying consolidated balance sheets prior to belng allocated to individual
Properties or 1ntang1ble lease costs. -

If we list our common stock on a national secuntles exchange or over-the-counter market ("List"

or "Listing"), the Advisor will receive an acquisition fee equal to 3.0% of amounts outstanding on _
the line of credit, if any, at the time of Listing.- Certain fees payable to the Advisor upon Listing,
the orderly liquidation or other sales of Properties are subordinate to the return of 100% of the
stockholders' invested capital plus the achievement of‘a cumulative, noncompounded annual 8% -
return on stockholders' invested capital.

(@) ' Monthly asset management fee of 0.05% of our real estate asset value, as defined in the Adwsory
Agreement, and the outstanding pr1nc1pa1 balance of any Mortgage Loans as of the end of the
preceding month.

3) Reimbursement for administrative services, including, but not limited to, accounting; financial, tax,
insurance administration and regulatory compliance reporting; stockholder distributions and
reporting; due diligence and marketing; and investor relations.

Pursuant to the advisory agreement, the Advisor is required to reimburse us the amount by which
the total operating expenses we pay or incur exceeds in any four consecutive fiscal quarters (the
"Expense Year") the greater of 2% of average invested assets or 25% of net income (the "Expense
Cap"). Operating expenses for the Expense Years ended December 31 2005 2004 and 2003, did
not exceed the Expense Cap. .

Of these amounts, approximately $1.1 million and $1.4 nnllion were included in due to related parties in the
accompanying consolidated balance sheets at December 31, 2005 and 2004, respectively.

CNL Securities Corp. received fees based on the amounts réised from our offerings equal to: (i) selling commissions of
6.5% of gross proceeds under the 2004 Offering and 7.5% under the Prior Offerings, (ii) a marketing support fee of
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17. Related Party Arrangements — Continued:

2.0% of gross proceeds under the 2004 Offering and 0.5% under the Prior Offerings and (iii) beginning on December
31, 2003, an annual soliciting dealer servicing fee equal to 0.2% of the aggregate proceeds raised in a prior offering.
Affiliates of the Advisor are reimbursed for certain offering expenses incurred on our behalf. Offering expenses
incurred by the Advisor and its affiliates on our behalf, together with selling commissions, the marketing support fee .
and due diligence expense reimbursements will not exceed 13% of the proceeds raised in connection with the offerings.

During the years ended December 31, 2005 and 2004, we incurred the following fees and costs (in thousands):

Years ended December 31,

2005 2004
Selling commissions $ 10,801 § 61,830
Marketing support fee 3,313 6,648
Offering and due diligence costs 4,250 18,328
Soliciting dealer servicing fee — 310
$ 18,364 $ 87,1 16

Of these amounts, approximately $1.3 million and $0.2 million were included in due to related partxes in the
accompanying consolidated balance sheets at December 31, 2005 and 2004, respectively.

We own a 9.90% interest in CNL Plaza, Ltd. (the "Owner"), a limited partnership that owns an office building
located in Orlando, Florida, in which the Advisor and certain affiliates of CNL Financial Group ("CFG") lease
office space. CFG owns a controlling interest in the parent company of the Advisor and is indirectly wholly owned
by James M. Seneff, Jr., our chairman of the board, and his wife. Robert A. Bourne, our vice-chairman of the board
and treasurer, is an officer of CFG. The remaining interests in the Owner are held by several entities with present or
former affiliations with CFG, including: CNL Plaza Venture, Ltd., which has a 1% interest as general partner of the
Owner and whose general partner is indirectly wholly owned by Mr. Seneff and his wife; CNL Corporate Investors,
Ltd., which is indirectly wholly owned by Messrs. Seneff and Bourne, and which has a 49.50% interest, as a limited
partner, in the Owner; CNL Hotels & Resorts, Inc. which has a 9.90% interest, as a limited partner,'in the Owner;
Commercial Net Lease Realty, Inc., which has a 24.75% interest, as a limited partner, in the Owner; and CNL APF
Partners, LP, which has a 4.95% interest, as a limited partner, in the Owner, We also own a 9.90% interest in CNL
Plaza Venture, Ltd. (the "Borrower"), a Florida limited partnership, which is the general partner of the Owner. The
remaining interests in the Borrower are held by the same entities in the same proportion described above with
respect to the Owner.

In 2004, the Owner conveyed a small portion of the premises underlying the parking structure adjacent to its office
building, valued by the parties at approximately $0.6 million, to CNL Plaza II, Ltd., a limited partnership in which
Messrs. Seneff and Bourne own a 60% interest and 40% interest, respectively,-as part of the development of the
premises surrounding the building. The purpose of the conveyance was to adjust the percentage fee simple
ownership under the parking Structure so as to allow joint parking privileges for a new office building that was .
developed in 2005 and is owned by CNL Plaza Il, Ltd. In connéction with this transaction, the Owner received an
ownership interest in a cross-bridge that was constructed and an anticipated benefit from a reduction in the
allocation of its operating expenses for the garage. In addition, the Owner may be erititled to additional
consideration pursuant to a purchase price adJustment ‘

On September 30, 2005, we executed a pro rata, several guarantee limited to 16.67%, or $2.3 million, of a $14.0
million uncollateralized promissory note of the Borrower that matures December 31, 2010. During each of the
years ended December 31, 2005 and 2004, we received approx1mately $0.2 million, respectlvely, in distributions
from the Owner. . .

We maintaiﬁ bank accounts in a bank in which certain 6f our officers and directors serve as directors and are
principal stockholders. The amounts deposited with this bank were $3.1 million and $22.9 million at December 31,
2005 and 2004, respectively.
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On September 1, 2004, a company which is owned by our chairman of the board sold its 30% voting membership
interest in a limited liability company which is affiliated with ten of our tenants (the "HRA Tenants") to the
remaining members of the limited liability company. The HRA Tenants contributed 30% and 35% of our total
revenues for the years ended December 31, 2004 and 2003; respectively.

Century Capital Markets, LLC ("CCM"), an entity in which an affiliate of the Advisor was formerly a non-voting
Class C member, made the arrangements for two commercial paper loans totaling $43.9 million. The monthly
interest payments due under these commercial paper loans include an annual margin of either 30 or 40 basis points,
payable to CCM for the monthly services it provides related to the administration of the commercial paper loans.
Effective September 30, 2005, a non-affiliated third party assumed the administration of these commercial paper
loans. Therefore, we now pay the monthly services fee directly to the non-affiliated third party. During the years
ended December 31, 2005, 2004 and 2003, $0.1 million, $0.1 million and $0.2 million, respectively, was paid to
CCM related to these services. During the year ended December 31, 2003, we also paid CCM a $0.2 million
finder's fee related to the acquisition of two Properties. :

Our chairman of the board is a director in a hospital that leases office space in seven of the Medical Facilities that we
acquired in August 2004. Additionally, one of our independent directors is a director in a health system that leases
office space in one of the Medical Facilities that we acquired in April 2004. During the years ended December 31,
2005 and 2004, these hospitals contributed less than 1% of our total revenues.

18. ‘ Concentration of Credit Risk:

At December 31, 2005, we leased our Seniors' Housing facilities to 22 tenants. Two tenants affiliated with Horizon
Bay Management, LLC ("Horizon Bay") contributed 21% of total revenues for each of the years ended December
31, 2005 and 2004. The HRA Tenants contributed 22%, 30% and 35% of total revenues for the years ended
December 31, 2005, 2004 and 2003, respectively. No other Seniors' Housing tenant contributed more than 10% of
total revenues for the three years ended December 31, 2005. Several of our tenants, including the HRA Tenants, are
thinly capitalized corporations that rely on the net operating income generated from the Seniors' Housing facilities
to fund rent obligations under their leases. At December 31, 2005, $5.8 million of the $7.2 million allowance for
doubtful accounts pertamed to HRA Tenants. At December 31, 2005 our Medical Facilities were leased to more
than 700 tenants.

At December 31, 2005, 107 of the 188 Seniors' Housing facilities were operated by Sunrise Senior Living Services,
Inc. ("Sunrise"), a wholly owned subsidiary of Sunrise Senior Living, Inc. Additionally, as of December 31, 2005,
a Seniors' Housing Property was being developed by Sunrise Development, Inc., a wholly owned subsidiary of
Sunrise Senior Living, Inc. Upon completion of the development, the facility will be operated by Sunrise. Horizon
Bay operates 27 Seniors' Housing facilities and six additional operators manage the remaining 53 Seniors' Housing
facilities. At December 31, 2005, DASCO managed or was developing 53 of our 73 Medical Facilities, Cirrus
managed 10 of our Medical Facilities and the remaining 10 Medical Facilities were managed by four third-party
property managers. Sunrise, Horizon Bay, DASCO and ARC operated Property portfolios that, for each in the
aggregate as operator, contributed 10% or more of total rental and earned income from leases. Sunrise contributed
42%, 45% and 76%, for the years ended December 31, 2005, 2004 and 2003, respectively; Horizon Bay contributed
22%, 24%, for the years ended December 31, 2005 and 2004, respectively; DASCO contributed 10% for the year
ended December 31, 2005 and ARC contributed 13% for the year ended December 31, 2003. No other operator
contributed more than 10% of total rental and earned income from leases.

To mitigate credit risk, certain Seniors” Housing leases are combined into portfolios that contain cross-default terms,
so that if a tenant of any of the Properties in a portfolio defaults on its obligations under its lease, we may pursue
remedies under the lease with respect to any of the Properties in the portfolio ("Cross-Default"). Certain portfolios
also contain terms whereby the net operating profits of the Properties are combined for the purpose of funding rental
payments due under each lease ("Pooling" or "Pooled"). In addition, as of December 31, 2005, we held $24.0
million in security deposits and rental support related to certain Propertles \
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18. Concentration of Credit Risk — Continued:

We had the following remaining rental support and limited guarantees from certain tenants and operators at
December 31, 2005 (dollars in thousands):

: Guarantee
Number of Used Since Remaining
Guarantor Properties Maximum Acquired Balance
Horizon Bay 21 $ 17,500 5 14,391 A 3,109
Aureus 11 10,000 2,255 7,745
ARC 8 : ) 9,416 )
Eby 6 1) 329 )
Encore 17 1y - 791 (H
Greenwalt 5 (1) 2,493 (1)
Sunrise - 2 1) ' — (1)
Sunrise 17 - (2) 6,281 (2)
Sunrise 3 3) 2,809 (3)

(1) Unconditional guarantees

(2) Sunrise guaranteed the tenants' obligations to pay minimum rent and the FF&E reserve funds under the
17 leases until the later of (1) March 2006 or (ii) 18 months after the final development date of certain
Properties, as defined in the lease agreement. The final development Property commenced operations
in January 2006; accordingly, the Sunrise guarantee will terminate in July 2007.

(3) Sunrise guaranteed the tenants' rent obligations for these Seniors' Housing facilities that were acquired
in 2004 and which commenced operations in 2004, until the later of (i) September 2006 or (ii) the
Properties achieving predetermined rent coverage thresholds, which are not determinable at this time.

- Although we acquire Properties located in various states and regions and screen our tenants in order to reduce risks
of default, failure of certain lessees, their guarantors, or the Sunrise or Horizon Bay brands would significantly

impact our results of operations.

.19, Medical Facilities Acquisitions:

In April 2004, we acquired 22 Medical Facilities for an aggregate purchase price of $272.0 million, including
closing costs (the "MOP Acquisition").

In August 2004, we acquired ownership interests in entities that own 28 Medical Facilities and a 55% interest in
DASCO for $212.6 million, including closing costs. In November 2004, we acquired two additional Medical
Facilities for $19.4 million, including closing costs (collectively, the "DASCO Acquisition"). Included in the
DASCO Acquisition were certain limited partnerships with finite lives. Therefore, the minority interests in these
partnerships meet the definition of mandatorily redeemable noncontrolling interests as specified in Statement of
Financial Accounting Standards No. 150, "Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity.” We estimate that the settlement value of these mandatorily redeemable noncontrolling
interests at December 31, 2005 was $13.7 million, based on the sale or disposition of all or substantially all of the
assets of the partnerships and the repayments of outstanding liabilities as of that date.

In addition, certain partnerships that own Medical Facilities provide non-equity participation to various lessees or
affiliates of lessees. Certain lessees in the Medical Facilities are entitled to receive a percentage of the pro rata net
cash flow, as defined, for the term of their lease, calculated as the percentage of each lease with respect to the total
leasable square footage. Such amounts are paid periodically, such as monthly or quarterly. Certain lessees are also
entitled to a percentage of their pro rata share of net capital proceeds, as defined, upon the occurrence of a capital
transaction (including, but not limited to, the sale or refinancing of the property). Such pro rata share is calculated
as the percentage of each lease with respect to the total leasable square footage.
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19. Meﬂic’al Facilities Acquisitions — Continued:

The fair value of assets acquired and liabilities assumed at the date of the MOP and DASCO Acquisitions were
based on independent appraisals and valuation studies from independent third-party consultants. The aggregate
value of the assets acquired, including closing costs, and liabilities assumed were as follows (in thousands):

Assets:
Real estate investment properties:
Accounted for using the operating method $§ 455,194
Intangible lease costs 47,372
502,566
Cash and cash equivalents ; 530
Restricted cash 2,485
Deferred costs, net 1,018
Other assets 1,698
Goodwill ' 5,791
Total assets acquired - 514,088
Liabilities: ' . ‘
Mortgages payable 94,808
Construction loan payable . 487
Accounts payable and other liabilities 8,117
Intangible lease liability 4,463
Security deposits 2,011
Total liabilities assumed 109,886
Minority interests 1,967
Net assets acquired $ 402,235

The amortization periods of the intangible lease costs acquired range from less than one year to 15 years.

The following condensed pro forma (unaudited) information assumes that the MOP and DASCO Acquisitions had
occurred on January 1, 2003. .

- 20.

Years Ended December 31,
2004 2003

Revenues $ 298,164 $ 145,322
Expenses 178,495 92,623
Net income 118,396 51,903
Basic and diluted income per share $ 0.56 $ 0.52
Weighted-average number of common

shares outstanding (basic and

diluted) 210,343 99,815

Subsequent Events:

In January 2006, we acquired seven Medical Facilities from Cirrus for $84.5 million which we funded, in paﬁ, with

proceeds from a new $56.3, million ten-year mortgage loan that bears fixed-rate interest at 5.59%. Four of the

acquired Properties are located in Texas, two are in Arizona and one is in Missouri, and in aggregate they contain
approximately 255,000 square feet. Cirrus will manage the Properties.
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20. Subsequent Events — Continued:

In February 2006, we entered into a $7.7 million construction loan for the development of a Medical Facility that
we acquired in November 2005. The construction loan will mature in 2010 and bears interest at a rate of LIBOR
plus 160 basis points.

In February 2006, we entered into a $33.0 million mortgage loan and used the proceeds and cash on hand to pre-pay
a $48.0 million construction loan facility that had $44.7 million outstanding at December 31, 2005. The new
interest only, five-year loan bears interest at a rate equal to LIBOR plus 150 basis points.

In March 2006, we sold two Properties that were held for sale at December 31, 2005. The Properties were sold to
an unrelated third party for $6.0 million and we took back a purchase money mortgage with a three-year term
secured by the Properties in the amount of $4.8 million. Interest is payable annually ata rate of 6.0% and principle
is due at maturity. We realized a net loss on the sale of the Properties of $0.2 million in March 2006.

During the period January 1, 2006, through March 15, 2006, we received subscription proceeds for an additional 2.6
million shares ($26.1 million) of common stock.

On January 1, February 1 and March 1, 2006, our Board of Directors declared distributions to stockholders of
record on those dates, totaling $45.5 miilion, or the aggregate of $0.1776 per share of common stock, payable by
March 31, 2006.

2 1. Selected Quarterly Financial Data (unaudited):

The following table presents selected unaudlted quarterly financial data for each full quarter during the years ended
December 31, 2005 and 2004 (in thousands, except per share amounts):

2005 Quarter l First Second Third ‘Fourth

Revenues (1) $ 91,329 $ 96,584 $ 97,540 $ 98,630
Income from continuing . ‘
operations (1) 38,461 39,130 - 34,074 - 30,750
Income (loss) from .
discontinued operations (1) (5,826) a173) (264) 429
- Netincome 32,635 37,957 33,810 31,179
‘ Income per share, basic and ' ‘ : :
diluted:
Continuing operations (]) 0.16 ‘ 0.16 0.14 0.12
" Discontinued operations (1) (0.02) (0.01) L — . —
Net income 0.14 0.15 0.14 0.12
2004 Quarter First Second Third Fourth
Revenues (1) $ 50,259 $ 62,850 $ 707318 $ 79,342
Income from continuing : , .
operations (1) 27,415 29,340 30,428 31,168
Income (loss) from : '
discontinued operatlons (1) 386 351 (1,514) 344
Net income 27,801 . 29,691 28,914 31,512
Income per share, basic and
dituted: :
Continuing operations (1) 0.16 0.14 0.14 0.13
Discontinued operations (1) —_— —_ (0.01) —

Net income ' 0.16 0.14 ' 0.13 0.13
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21. Selected Quarterly Financial Data (unaudited) — Continued:

(1) The revenue, income from continuing operations and income (loss) from discontinued operations data
in the table above has been restated from previously reported amounts to reflect the reclassification of
the operating results from our real estate held for sale to discontinued operations (see Note 10).
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Item 9. Changes in and Disagreements with Accountants on Accounting and Finéncial Disclosure
None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Pursuant to Rule 13a-15(b) under the Securities Exchange Act of 1934, as amended (the "Exchange Act"),
under the supervision and with the participation of our management, including our principal executive officer and
principal financial and accounting officer, we conducted an evaluation of the effectiveness of our disclosure
controls and procedures (as defined under Rule 13a-15(e) under the Exchange Act) as of the end of the period
covered by this report. Based upon that evaluation, our management, including our principal executive officer and
principal financial and accounting officer, concluded that our disclosure controls and procedures are effective as of
the end of the period covered by this annual report.

Management's Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in the Exchange Act Rules 13a-15(f). Under the supervision and with the
participation of our management, including our principal executive officer and principal financial and accounting
officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the
framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. Based on our evaluation under the framework in the /nternal Control — Integrated
Framework, our management concluded that our internal control over financial reporting was effective as of
December 31, 2005.

Our management's assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2005 has been audited by PricewaterhouseCoopers LLP, an independent registered certified public
_ accounting firm, as stated in their report which is included herein. :

During the fourth quarter of 2005, there was no change in our internal control over financial reporting (as
defined under Rule 13a-15(f) under the Exchange Act) that has materially affected, or is reasonably likely to
materially affect, our internal control over financial reporting.

Item 9B. Other Information

None. -
PART III
Item 10. Directors and Executive Officers of the Registrant

The information required by this Item is incorporated by reference to the Company's Definitive Proxy |
Statement to be filed with the Commission no later than May 1, 2006.

Item 11. Executive Compensation

The information required by this Item is incorporated by reference to the Company's Definitive Proxy
Statement to be filed with the Commission no later than May 1, 2006.

Item 12. Security Ownership of Certain Beneficial Owners and Management
The information required by this Item is incorporated by reference to the Company's Definitive Proxy
Statement to be filed with the Commission no later than May 1, 2006.

Ttem 13. Certain Relationships and Related Transactions

The information required by this Item is incorporated by reference to the Company's Definitive Proxy
Statement to be filed with the Commission no later than May 1, 2006.
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Item 14. Principal Accountant Fees and Services

~ The information required by this Itemn is incorporated by reference to the Company's Definitive Proxy Statement
to be filed with the Commission no later than May 1, 2006.

PART IV

Item 15. Exhibits, Financial Statement Schedules

(a) The following documents are filed as part of this report. -

L.

2.

3.

Financial Statements

Report of Independent Registered Certified Public Accounting Firm
Consolidated Balance Sheets at December 31, 2005 and 2004
Consolidated Statements of Income for the years ended December 31, 2005, 2004 and 2003

Consolidated Statements of Stockholders' Equity for the years ended December 31, 2005, 2004 and
2003

Consolidated Statements of Cash Flows for the years ended December 31, 2005, 2004 and 2003

Notes to Consolidated Financial Statements

Financial Statement Schedules

Schedule II — Valuation and Qualifying Accounts for the years ended December 31, 2005, 2004 and
2003 ‘

Schedule 111 — Real Estate and Accumulated Depreciation at December 31, 2005
Notes to Schedule III - Real Estate and Accumulated Depreciation at December 31, 2005

All other Schedules are omitted as the required information is inapplicable or is presented in the
financial statements or notes thereto.

Exhibits

3.1 Articles of Amendment and Restatement of CNL Retirement Properties, Inc. dated July
28, 2003. (Included as Exhibit 3.8 to the Registrant's Registration Statement on Form S-
11 (Registration No. 333-107486) filed July 30, 2003 and incorporated herein by
reference.)

32 CNL Health Care Properties, IInc. Bylaws. (Included as Exhibit 3.2 to the Registrant's
1998 Report on Form 10-K filed March 3, 1999 and incorporated herein by reference.)

33 Amendment No. 1 to the Bylaws of CNL Health Care Properties, Inc. (Included as
Exhibit 3.6 to Pre-Effective Amendment No. One to the Registrant's Registration
Statement on’ Form S-11 (Registration No. 333-37480) filed August 31, 2000 and
incorporated herein by reference.)

34 Amendment No. 2 to the Bylaws of CNL Retirement Properties, Inc. (Included as
Exhibit 3.7 to Post-Effective Amendment No. One to the Registrant's Registration
Statement on Form S-11 (Registration No. 333-100347) filed June 25, 2003 and
incorporated herein by reference.)
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35

3.6

3.7

4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

Articles of Amendment of CNL Retirement Properties, Inc. dated July 19, 2004.
(Included as Exhibit 3.5 to the Registrant’s Jurie 30, 2004 Report on Form 10-Q filed
August 6, 2004 and incorporated herein by reference.) ‘

Amendment No. 3 to the Bylaws of CNL Retirement Properties, Inc. (Included as Exhibit
3.1 to the Registrant's Form 8-K filed April 22, 2005 and incorporated herein by

»reference )

. Amendment No. 4 to the Bylaws of CNL Retirement Properties, Inc. (Filed herewith.)

Form of Reinvestment Plan (Included as Exhibit 4.7 to Post-Effective Amendment No.
Nine to the Registrant's. Registration Statement on Form S-11 (Registration No. 333-
107486) and incorporated herein by reference.)

- -Advisory Agreement, dated as of May 3, 2004, between CNL Retirement Properties, Inc.

and CNL Retirement Corp. (Included as Exhibit 10.2 to Post-Effective Amendment No.
One to the Registrant's Registration Statement on Form S 11fi led June 14, 2004 and
incorporated herein by reference.)

Renewal Agreement dated as of May 2, 2005, between CNL Retirement Properties, Inc.
and CNL Retirement Corp. (Included as Exhibit 10.2 to the Registrant's Form 8-K filed
May 6, 2005 and incorporated herein by reference.)

First Amendment to Renewal Agreement dated as of July 13, 2005, between CNL
Retirement Properties, Inc. and CNL Retirement Corp. (Included as Exhibit 10.3 to the
Registrant's Report on Form 8-K filed July 15, 2005 and incorporated herein by reference.)

Indemnification Agreement between CNL Health Care Properties, Inc. and Thomas J.
Hutchison III dated February 29, 2000. Each of the following directors and/or officers
has signed a substantially similar agreement as follows: James M. Seneff, Jr., Robert A.
Bourne, David W, Dunbar, Timothy S. Smick, Edward A. Moses, Jeanne A. Wall, and
Lynn E.:Rose dated September 15, 1998, Phillip M. Anderson, Jr. dated February 19,
1999, James W. Duncan dated February 22, 2002, Stuart J. Beebe dated July 15, 2002,
and Marcel Verbaas dated April 19, 2004. (Included as. Exhibit 10.2 to the Registrant’s
March 31, 2000 Report on Form 10-Q fi f led May 3, 2000 and incorporated herein by
reference.)

Indemmification Agreement between CNL Retirement Properties, Inc. and Clark Hettinga
effective as of December 31, 2004. Lynn Gutierrez has signed a substantially similar
agreement effective as of May 13, 2005. (Included as Exhibit 10.11 to Post-Effective
Amendment No. Five to the Registrant's Registration Statement on Form S-11 filed June
14, 2005 and incorporated herein by reference.)

Agreement of Limited Partnership of CNL Health Care Partners, LP. (Included as
Exhibit 10.10 to Post-Effective. Amendment No. Two to the Registrant's Registration
Statement on Form S-11 filed March 23, 2000 and incorporated herein by reference.)

Credit Agreement between CNL Retirement Partners, LP as Borrower, CNL Retirement
GP Corp., CNL Retirement LP Corp. and CNL Retirement Properties, Inc., as
Guarantors, Bank of America, NA, as Administrative Agent and Bank of America
Securities, LLC as Sole Lead Arranger and Book Manager dated March 17, 2003.
{(Included as Exhibit 10.47 to the Registrant's March 31, 2003 Report on Form 10-Q filed
May 15, 2003 and incorporated herein by reference.)

Amended and Restated Credit Agreement dated as of August 23, 2005 among CNL
Retirement Partners, LP, as Borrower, CNL Retirement GP Corp., CNL Retirement LP
Corp., CNL Retirement Properties, Inc. and each of the other Guarantors, Bank of -
America, N.A., as Administrative Agent, Swing Line Lender and L/C Issuer, JPMorgan
Chase Bank, N.A. and General Electric Capital Corporation as Co-Syndication Agents,
Wachovia Bank, National Association and Key Bank National Association, as Co-
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10.9

10.10

10.11

10.12

Documentation Agents and the other lenders party hereto, and Banc of America
Securities LLC, as Sole Lead Arranger and Sole Book Manager. (Included as Exhibit
10.2 to the Registrant's Report on Form 8-K filed August 29, 2005 and incorporated
herein by reference.)

Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd., Senior
Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C,,
Integrated Living Communities- of West Palm Beach, L.L.C., Senior Lifestyle Newport
Limited Partnership, Senior Lifestyle Pinecrest Limited Partnership, Senior Lifestyle
Prosperity Limited Partnership, Integrated Living Communities of Sarasota, L.L.C.,
Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay Limited Partnership,
Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior
Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited
Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living
Communities of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp., as
Purchaser dated December 19, 2003. (Included as Exhibit 10.62 to Pre-Effective
Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed
March 23, 2004 and incorporated herein by reference.)

First Amendment to Purchase and Sale Agreement by and among Riverchase Assisted
Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington
Pointe, L.L.C., Integrated Living Communities of West Palm Beach, L.L.C., Senior
Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest Limited Partnership,
Senior, Lifestyle Prosperity Limited Partnership, Integrated Living Communities of
Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay,
L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay
Limited Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated
Living Communities of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp.,
as Purchaser dated December 30, 2003. (Included as Exhibit 10.63 to Pre-Effective
Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed
March 23, 2004 and incorporated herein by reference.)

Second Amendment to Purchase and Sale Agreement by and among Riverchase Assisted
Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington
Pointe, L.L..C., Integrated Living Communities of West Palm Beach, L.L.C., Senior
Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest Limited Partnership,
Senior Lifestyle Prosperity Limited Partnership, Integrated Living Communities of
Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay,
L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay
Limited Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated
Living Communities of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp.,
as Purchaser dated December 31, 2003. (Included as Exhibit 10.64 to Pre-Effective
Amendment No. Two to the Registrant's Registration Statement on Form S-11 f led
March 23, 2004 and incorporated herein by reference.)

Third Amendment to Purchase and Sale Agreement by and among Riverchase Assisted
Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington
Pointe, L.L.C., Integrated Living Communities of West Palm Beach, L.L.C., Senior
Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest Limited Partnership,
Senior Lifestyle Prosperity Limited Partnership, Integrated Living Communities of
Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited, Partnershlp, Greenwich Bay,
L.L.C., Senior Lifestyle North Bay Limited Partnership, Semor Lifestyle Sakonnet Bay
Limited Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated
Living Communities of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp.,
as Purchaser dated January 5, 2004. (Included as Exhibit 10.65 to Pre-Effective
Amendment No. Two to the Registrant’s Registration Statement on Form S-11 filed
March 23, 2004 and incorporated herein by reference.)
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10.13  Fourth Amendment to Purchase and Sale Agreement by and among Riverchase Assisted
Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington
Pointe, L.L.C., Integrated Living Communities of West Palm Beach, L.L.C., Senior
Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest Limited Partnership,
Senior Lifestyle Prosperity Limited Partnership, Integrated Living Communities of
Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay,
L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay
Limited Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated
Living Communities of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp.,
as Purchaser dated January 16, 2004. (Included as Exhibit 10.66 to Pre-Effective
Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed
March 23, 2004 and incorporated herein by reference.)

10.14  Fifth Amendment to Purchase and Sale Agreement by and among Riverchase Assisted
Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington
Pointe, L.L.C., Integrated Living Communities of West Palm Beach, L.L.C., Senior
Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest Limited Partnership,
Senior Lifestyle Prosperity Limited Partnership, Integrated Living Communities of
Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay,
L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay

" Limited Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated
Living Communities of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp.,
as Purchaser dated January 20, 2004. (Included as Exhibit 10.67 to Pre-Effective
Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed
March 23, 2004 and incorporated herein by reference.)

10.15  Sixth Amendment to Purchase and Sale Agreement by and among Riverchase Assisted
Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington -
Pointe, L.L.C., Integrated Living Communities of West Palm Beach, L.L.C., Senior
Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest Limited Partnership,
Senior Lifestyle Prosperity Limited Partnership, Integrated Living Communities of
Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay,
L.L.C, Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay
Limited Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated
Living Communities of Dallas, L.P., collectively, as Sellers,-and CNL Retirement Corp.,
as Purchaser dated February 2, 2004. (Included as Exhibit 10.68 to Pre-Effective
Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed
March 23, 2004 and incorporated herein by reference.)

10.16  Seventh Amendment to Purchase and Sale Agreement by and among Riverchase Assisted ‘
Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington
Pointe, L.L.C., Integrated Living Communities of West Palm Beach, L.L.C., Senior
Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest Limited Partnership,
Senior Lifestyle Prosperity Limited Partnership, Integrated Living Communities of
Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay,
L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay
Limited Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated
Living Communities of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp.,
as Purchaser dated February 6, 2004. (Included as Exhibit 10.69 to Pre-Effective
Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed
March 23, 2004 and incorporated herein by reference.)

10.17  Purchase and Sale Agreement by and between Niles Lifestyle Limited Partnership, as
Seller, and CNL Retirement Corp., as Purchaser dated December 19, 2003. (Included as
Exhibit 10.70 to Pre-Effective Amendment No. Two to the Registrant's Registration
Statement on Form S-11 filed March 23, 2004 and incorporated herein by reference.)
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10.18

10.19

10.20

10.21

10.22

21

23.1
31‘.1
31.2
32.1

322

First Amendment. to- Purchase and Sale Agreement by and between Niles Lifestyle
Limited Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated December
31, 2003. (Included as Exhibit 10.71 to Pre-Effective Amendment No. Two to the

l Registrant's Registration Statement on Form S-11 filed March 23, 2004 and

incorporated herein by reference.)

Second Amendment to Purchase and Sale Agreement by and between Niles Lifestyle
Limited Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated January 5,
2004. . (Included as Exhibit 10.72 to Pre-Effective Amendment No. Two to the
Registrant's Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)

Third Amendment to Purchase and Sale Agreement by and between Niles Lifestyle
Limited Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated January
20, 2004. (Included as Exhibit 10.73 to Pre-Effective Amendment No. Two to the
Registrant's Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)

Fourth Amendment to Purchase and Sale Agreement by and between Niles Lifestyle
Limited Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated February
6, 2004. (Included as Exhibit 10.74 to Pre-Effective Amendment No. Two to the
Registrant'’s Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)

Purchase and Sale Agreement by and between CNL Retirement Properties, Inc., as
Purchaser, Medical Office Properties, Inc., as parent of the Sellers, and the Property
Owners of the Medical Office Properties, Inc. Medical Office Building Portfolio,
individually, a Seller, and collectively, as Sellers, dated March 4, 2004. (Included as
Exhibit 10.75 to Post-Effective Amendment No .One to the Registrant's Registration
Statement on Form S-11 filed June 14, 2004 and incorporated herein by reference.)

Subsidiaries of the Registrant. (Filed herewith.)

Consent of PricewaterhouseCoopers LLP, Independent Reglstered Certified Public

Accounting Firm, dated March 24, 2006. (Filed herewith.)

Certification of the Chief Executive Officer, Pursuant to 18 U.S.C. Section 1350 as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

Certification of the Chief Financial Officer, Pursuant to 18 U.S.C. Section 1350 as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

Certification of the Chief Executive Officer, Pursuant to 18 U.S.C. Section 1350 as.
Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

Certification of the Chief Financial Officer, Pursuant to 18 U.S.C. Section 1350 as
Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on the 24th
day of March 2006. ‘

CNL RETIREMENT PROPERTIES, INC.

Stuart J. Beebe

Chief Executive Officer and
President

(Principal Executive Officer)

Clark Hettinga
Chief Financial Officer
(Principal Financial and Accounting Officer)
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

' Signature Title o \ Date
%«' Ra b
‘ Chairman of the Board .
James M. Seneff, Jr. a : March 24, 2006
MM Vice Chairman of the Board and - March 24, 2006
Treasurer :
Robert A. Bourne
% Independent Director - March 24, 2006
David W. Dunbar
Independent Director March 24, 2006
James W. Duncan, Jr. ‘
lood 46— \.
Edward A. Moses ‘ Independent Director March 24, 2006
E s Chief Executive Officer and President March 24, 2006
Stuart J. Beebe (Principal Executive Officer) ‘ )
g Chief Financial Officer March 24, 2006
Clark Hettinga (Principal Financial and Accounting
Officer)
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CNL RETIRMENT PROPERTIES, INC.
Schedule IT — Valuation and Qualifying Accounts
Years Ended December 31, 2003, 2004, and 2003

(dollars ﬁn thousands)

Additions Deductions
Balance at Charged to Charged to " Collected or Balance
Beginning Costs and Other Deemed Determined to at End
Year Description of Year Expenses Accounts Uncollectible =~ be Collectible of Year
2003 Allowance for
: doubtful
accounts (a) $ — 3 — $ — $ — $ — 8 —
2004 Allowance for
doubtful ' _
accounts (a) $ — 3 3,900 $ — $ — $ — $ 3900
2005 Allowance for
doubtful
accounts (a) $ 3900 § 4,544 § — $ 161 $ 1,083 $ 7,200
(a) Deducted from receivables on the balance sheet.
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CNL RETIREMENT PROPERTIES, INC.
AND SUBSIDIARIES
NOTES TO SCHEDULE IIT - REAL ESTATE AND ACCUMULATED DEPRECIATION
December 31, 2005
(dollars in thousands)

(a) Transactions in real estate and accumulated depreciation during 2003, 2004 and 2005 are summarized as

follows:
Accumulated
Cost (b) (d) Depreciation

Property investments under operating leases:

Balance, December 31, 2002 $ 241,200 $ 3,765
Acquisitions ' 850,430 —
Real estate held for sale ' (6,602 ) (232)
Depreciation expense (c) ‘ — 16,345
Balance, December 31, 2003 ' 1,085,028 19,878
Acquisitions 1,573,078 —
Impairment provisions (1,883 ) —
Real estate held for sale (1,559) (526)
Depreciation expense (¢) o — 54,364
Balance, December 31, 2004 ' 2,654,664 73,716
Acquisitions , ' 426,390 —
Impairment provisions _ . (7,740 ) —
Real estate held for sale ‘ (186 ) (220)
Depreciation expense (c) — - 84,250
Balance, December 31, 2005 $ 3,073,128 $ 157,746

(b) As of December 31, 2005, 2004, and 2003 the aggregate cost of the Properties owned by the Company for
federal income tax purposes, including Properties accounted for using the operating method and those
accounted for using the direct financing method, was $3.4 billion, $3.0 billion and $1.3 billion, respectively.
Certain leases accounted for under the direct financing method are treated as operating leases for federal
income tax purposes.

(©) Depreciation expense is computed tor buildings and equipment based upon estlmated lives of 39 to 40 years,
and 3 to 7 years, respectively.

(d) Acquisition fees and miscellaneous closing costs of $15.5 million, $78.3 million and $60.1 million are
included in land, bulldmgs, equipment and mtanglble lease costs at December 31, 2005, 2004 and 2003,
respectively.
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EXHIBIT INDEX

Exhibit Index

3.1 .

32
33
34

35

3.6

3.7

4.1

10.1
10.2
10.3

10.4

10.5

10.6

Articles of Amendment and Restatemeit of CNL Retirement Properties, Inc. dated July 28, 2003.
(Included as Exhibit 3.8 to the Regisirant's Registration Statement on Form S-11 (Registration No. 333-
107486) filed July 30, 2003 and incorporated herein by reference.)

CNL Health Care Properties, Inc. Bylaws. (Included as Exhibit 3.2 to the Registrant's 1998 Report on
Form 10-K filed March 5, 1999 and incorporated herein by reference.)

Amendment No. 1 to the Bylaws of CNL Health Care Properties, Inc. (Included as Exhibit 3.6 to Pre-
Effective Amendment No. One to the Registrant’s Registration Statement on Form S-11 (Registration No.
333-37480) filed August 31, 2000 and incorporated herein by reference.)

Amendment No. 2 to the Bylaws of CNL Retirément Properties, Inc. (Included as Exhibit 3.7 to Post-
Effective Amendment No. One to the Registrant's Registration Statement on Form S-11 (Registration No.
333-100347) filed June 25, 2003 and incorporated herein by reference.)

Articles of Amendment of CNL Retirement Properties, Inc. dated July 19, 2004. (Included as Exhibit 3.5
to the Registrant's June 30, 2004 Report on Form. 10-Q filed on August 6, 2004 and incorporated herein by
reference.)

Amendment No. 3 to the Bylaws of CNL Retirement Properties, Inc. (Included as Exhibit 3.1 to the
Registrant's Form 8-K filed April 22, 2005 and incorporated herein by reference.)

Amendment No. 4 to the Bylaws of CNL Retirement Properties, Inc. (Filed herewith.)

Form of Reinvestment Plan (Included as Exhibit 4.7 to Post-Effective Amendment No. Nine to the
Registrant's Registration Statement on Form S-11 (Registration No. 333-107486), and incorporated herein
by reference.) ‘ : \

Advisory Agreement, dated as of May 3, 2004, between CNL Retirement Properties, Inc. and CNL
Retirement Corp. (Included as Exhibit 10.2 to Post-Effective Amendment No. One to the Registrant's
Registration Statement on Form S-11 filed June 14, 2004 and incorporated herein by reference.)

- Renewal Agreement dated as of May 2, 2005, between CNL Retirement Properties, Inc. and CNL

Retirement Corp. (Included as Exhibit 10.2 to the Regzstrants Form 8-K filed May 6, 2005 and
incorporated herein by reference.)

First Amendment to Renewal Agreement dated as of July 13, 2005, between CNL Retirement Properties, Inc.
and CNL Retirement Corp. (Included as Exhibit 10.3 to the Registrant's Report on Form 8-K filed July 15,
2005 and incorporated herein by reference.)

Indemmification Agreement between CNL Health Care Properties, Inc. and Thomas J. Hutchison III dated
February 29, 2000. Each of the following directors and/or officers has signed a substantially similar
agreement as follows: James M. Seneff, Jr., Robert A. Bourne, David W. Dunbar, Timothy S. Smick,
Edward A. Moses, Jeanne A. Wall, and Lynn E. Rose dated September 15, 1998, Phillip M. Anderson, Jr.
dated February 19, 1999, James W. Duncan dated February 22, 2002, Stuart J. Beebe dated July 15, 2002
and Marcel Verbaas dated April 19, 2004. (Included as Exhibit 10.2 to the Registrant's March 31, 2000
Report on Form 10-Q filed May 3, 2000 and incorporated herein by reference.)

Indemnification Agreement between CNL Retirement Properties, Inc. and Clark Hettinga effective as of
December 31, 2004. Lynn Gutierrez has signed a substantially similar agreement effective as of May 13,
2005. (Included as Exhibit 10.11 to Post-Effective Amendment No. Five to the Registrant's Registration
Statement on Form S-11 filed June 14, 2005 and incorporated herein by reference.)

Agreement of Limited Partnership of CNL Health Care Partners, LP. (Included as Exhibit 10.10 to Posi-
Effective Amendment No. Two to_the Registrant's Registration Statement on Form S-11 filed March 23,
2000 and incorporated herein by reference,)
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10.8

10.9

10.10

10.11

10.12-

Credit Agreement between CNL Retirement Partners, LP as Borrower, CNL Retirement GP Corp., CNL
Retirement LP Corp. and CNL Retirement Properties, Inc., ‘as Guarantors, Bank of America, NA, as
Administrative Agent and Bank of America Securities, LLC as Sole Lead Arranger and Book Manager
dated March 17, 2003. (Included as Exhibit 10.47 to the Registrant's March 31, 2003 Report on Form 10-
Q filed May 15, 2003 and incorporated herein by reference.) :

Amended and Restated Credit Agreement dated as of August 23, 2005 among CNL Retirement Partners,
LP, as Borrower, CNL Retirement GP Corp., CNL Retirement LP Corp., CNL Retirement Properties, Inc.
and each of the other Guarantors, Bank of America, N.A., as Administrative Agent, Swing Line Lender
and L/C Issuer, JPMorgan Chase Bank, N.A. and General Electric Capital Corporation as Co-Syndication
Agents, Wachovia Bank, National Association and Key Bank National Association, as Co- Documentation
Agents and the other lenders party hereto, and Banc of America Securities LLC, as Sole Lead Arranger and
Sole Book Manager. (Included as Exhibit 10.2 to the Registrant's Report on Form 8-K filed August 29,
2005 and incorporated herein by reference.)

Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd., Senior Lifestyle Heritage,
L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated Living Communities of West Palm
Beach, L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest Limited
Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living Communities of Sarasota,
L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay Limited Partnership, Senior
Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior Lifestyle North Bay Limited
Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership,.South Bay Manor, L.L.C., West Bay
Manor, L.L.C. and Integrated Living Communities of Dallas, L.P., collectively, as Sellers, and CNL
Retirement Corp., as Purchaser dated December 19, 2003. (Included as Exhibit 10.62 to Pre-Effective
Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)

First Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd., Senior
Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated Living
Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle
Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living
Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior
Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay
Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P., collectively,
as Sellers, and CNL Retirement Corp., as Purchaser dated December 30, 2003. (Included as Exhibit 10.63
to Pre-Effective Amendment No. Two fo the Registrant's Registration Statement on Form S-11 filed March
23, 2004 and incorporated herein by reference.) Y

Second Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated Living
Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle
Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living
Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior
Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay
Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P., collectively,
as Sellers, and CNL Retirement Corp., as Purchaser dated December 31, 2003, (Included as Exhibit 10.64
to Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form §-11 filed March
23, 2004 and incorporated herein by reference.)

Third Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd., Senior
Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated Living
Communities of West Palm Beach, L.L..C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle
Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living
Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior
Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay




10.13

10.14

10.15

10.16

10.17

Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P., collectively,
as Sellers, and CNL Retirement Corp., as Purchaser dated January 5, 2004. (Included as Exhibit 10.65 to
Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed March 23,
2004 and incorporated herein by reference.)

Fourth Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senlior Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated Living
Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle
Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living
Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior
Lifestyle North Bay Limited Partnership, Senior Liféstyle Sakonnet Bay Limited Partnership, South Bay
Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P., collectively,
as Sellers, and CNL Retirement Corp., as Purchaser dated January 16, 2004. (Included as Exhibit 10.66 to
Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed March 23,
2004 and incorporated herein by reference.)

Fifth Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd., Senior
Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated Living
Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle
Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living
Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior
Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay
Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P., collectively,
as Sellers, and CNL Retirement Corp., as Purchaser dated January 20, 2004. (Included as Exhibit 10.67 to
Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed March 23,
2004 and incorporated herein by reference.)

Sixth Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd., Senior
Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated Living
Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle
Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living
Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior
Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay
Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P., collectively,
as Sellers, and CNL Retirement Corp., as Purchaser dated February 2, 2004. (Included as Exhibit 10.68 to
Pre-Effective Amendment No. Two to the Registrant's Registration Statement on F orm S-11 filed March 23,
2004 and incorporated herein by reference.)

Seventh Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated Living
Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle
Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living
Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay
Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior
Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay
Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P., collectively,
as Sellers, and CNL Retirement Corp., as Purchaser dated February 6, 2004. (Included as Exhibit 10.69 to
Pre-Effective Amendment No. Two to the Registrant' s Registration Statement on Form §-11 filed March 23,
2004 and incorporated herein by reference.)

Purchase and Sale Agreement by and between Niles Lifestyfe Limited Partnership, as Seller, and CNL
Retirement Corp., as' Purchaser dated December 19, 2003. (Included as Exhibit 10.70 to Pre-Effective
Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)
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First Amendment to Purchase and Sale Agreement by and between Niles Lifestyle Limited Partnership, as
Seller, and CNL Retirement Corp., as Purchaser dated December 31, 2003. (Included as Exhibit 10.71 to
Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed March 23,
2004 and incorporated herein by reference.)

Second Amendment to.Purchase and Sale Agreement by and between Niles Lifestyle Limited Partnership,
as Seller, and CNL Retirement Corp., as Purchaser dated January 5, 2004. (Included as Exhibit 10.72 to
Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed March 23,
2004 and incorporated herein by reference.)

Third Amendment to Purchase and Sale Agreement by and between Niles Lifestyle Limited Partnership, as
Seller, and CNL Retirement Corp., as Purchaser dated January 20, 2004. (Included as Exhibit 10.73 to
Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed March 23,
2004 and incorporated herein by reference.) .

Fourth Amendment to Purchase and Sale Agreement by and between Niles Lifestyle Limited Partnership,
as Seller, and CNL Retirement Corp., as Purchaser dated February 6, 2004. (Included as Exhibit 10.74 to
Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed March 23,
2004 and incorporated herein by reference.)

Purchase ‘and Sale Agreement by and between CNL Retirement Properties, Inc., as Purchaser, Medical
Office Properties, Inc., as parent of the Sellers, and the Property Owners of the Medical Office Properties,

" Inc. Medical Office Building Portfolio, individually, a Seller, and collectively, as Sellers, dated March 4,

2004. (Included as Exhibit 10.75 to Post-Effective Amendment No .One to the Registrant's Registration
Statement on Form S-11 filed June 14, 2004 and incorporated herein by reference.)

Subsidiaries of the Registrant. (Filed herewith.)

Consent of PricewaterhouseCoopers LLP, Independent Regiétered Certified Public Accounting Firm, dated
March 24, 2006. (Filed herewith.)

Certification of the Chief Executive Officer, Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002. (Filed herewith.) ‘

Certification of the Chief Financial Officer, Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

\

Certification of the Chief Executive Officer, Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

" Certification of the Chief Financial Officer, Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)




EXHIBIT 3.7

AMENDMENT NO. 4
TO THE BYLAWS OF
CNL RETIREMENT PROPERTIES, INC.

By resolution adopted by the board of directors of CNL Retirement Properties, Inc. (the “Company™), the
board of directors (the “Board”) has authorized the following amendment to the Company’s Bylaws:

Section 11 of Article III, as amended, is to be deleted in its entirety and replaced by the following:

‘ SECTION 11. COMPENSATION. Directors will be entitled to receive compensation for the services or
activities they perform or engage in as Directors as may be determined by the Board of Directors by resolution
(including the affirmative vote of a majority of the Independent Directors). The Company will not pay any
compensation to the officers and Directors of the Company who also serve as officers and directors of the Advisor.
Directors may be reimbursed for expenses of attendance, if'any, at each annual, regular or special meeting of the
Board of Directors or any committee of the Board of Directors and for their expenses, if any, in connection with any
other service or activity they performed or engaged in as Directors. Nothing in this Section 11 of Article III will be
construed to preclude any Director from serving the Company in any other capacity and receiving compensation in
connection therewith.

The foregoing is certified as Amendment No. 4 to the Bylaws of the Company, adopied by the Board
(including a majority of the Independent Directors) on March 8, 2006 and effective as of January 1, 2006.

ok,

Lynn Gutierrez, Secretary




CNL RETIREMENT PROPERTIES, INC.
AND SUBSIDIARIES

EXHIBIT 21
SUBSIDIARIES OF THE REGISTRANT

The following is a list of the subsidiaries of the registrant and the state of incorporation for each:

State of
Name of Subsidiary Incorporation
CNL Retirement Properties, Inc. Maryland
CNL Retirement Partners, LP ; . Delaware
Annapolis Assisted Living, LLC ' ’ Maryland
Aurora MOB Owner LLC Delaware
Baytown MOB Partners, Ltd. Florida
Brentwood MOB Owners LLC Delaware
Chattanooga Plaza Owners Limited Partnership Delaware
Chattanooga Surgery Center Owners Limited Partnership : Delaware
CNL Retirement AM / Colorado LP ’ . Delaware
CNL Retirement AM / Florida LP Delaware
CNL Retirement AM / Illinois LP - . Delaware
CNL Retirement AM / Terinessee LP ] Delaware -
CNL Retirement AM / Texas LP Delaware
CNL Retirement Aurl California A Pack GP, LLC Delaware
CNL Retirement Aurl California A Pack, LP Delaware
CNL Retirement Aurl California B Pack GP, LLC _ Delaware
CNL Retirement Aurl California B Pack, LP ' Delaware
CNL Retirement Aurl Connecticut GP, LLC Delaware
CNL Retirément Aurl Connecticut, LP Delaware
CNL Retirement Aurl GP, LLC Delaware
CNL Retiremént Aurl, LP ' Delaware
- CNL Retirement Aurl Maryland GP, LLC Delaware
CNL Retirement Aurl Maryland, LP Delaware
CNL Retirement Aurl Massachusetts GPR,LLC . Delaware
CNL Retirement Aurl Massachusetts, LP " Delaware
CNL Retirement Aurl New Jersey GP, LLC ‘ Delaware
CNL Retirement Aurl New Jersey, LP Delaware
CNL Retirement Aurl Virginia GP, LLC Delaware
CNL Retirement Aurl Virginia, LP Delaware
CNL Retirement Camarillo CA, LP Delaware
CNL Retirement CH1 Saddle River GP, LLC Delaware
CNL Retirement CH1 Saddle River, LP Delaware
CNL Retirement Clayton OH, LP ' Delaware
CNL Retirement CRS1 Coppell TX GP, LLC : Delaware
'CNL Retirement CRS1 Coppell TX, LP . Delaware
CNL Retirement CRS1 Delphis Lead Lender Partner 1, Inc. Delaware
CNL Retirement CRS! Delphis Lead Lender Partner 2, Inc. Delaware
CNL Retirement CRS1 Delphis Lead Lender, LP Delaware
CNL Retirement CRS1 Delphis Participating Lender, LP Delaware
CNL Retirement CRS1 Glen Lakes Dallas TX GP, LLC Delaware
CNL Retirement CRS1 Glen Lakes Dallas TX, LP Delaware
CNL Retirement CRS1 GP, LLC Delaware
CNL Retirement CRS1, LP Delaware
CNL Retirement CRS1 Oklahoma City OK GP, LLC Delaware
CNL Retirement CRS1 Park Cities Dallas TX GP, LLC Delaware

CNL Retirement CRS1 Park Cities Dallas TX, LP Delaware




Name of Subsidiary

CNL Retirement CRS1 Trophy Club TX GP, LLC
CNL Retirement CRS1 Trophy Club TX, LP

CNL Retirement CRS1 Valley View Dallas TX GP, LLC
CNL Retirement CRS1 Valley View Dallas TX, LP
CNL Retirement CRS2 GP, LLC

CNL Retirement CRS2, LP

CNL Retirement CRS2 Ogden UT GP, LLC

CNL Retirement CRS2 Ogden UT, LP

CNL Retirement Dartmouth MA, LP

CNL Retirement DAS Blue Ridge GA GP, LLC
CNL Retirement DAS Brentwood CA GP, LLC
CNL Retirement DAS Chattanooga TN GP, LLC
CNL Retirement DAS Cypress TX GP, LLC

CNL Retirement DAS Cypress TX, LP

CNL Retirement DAS Evansville IN GP, LLC
CNL Retirement DAS Fredericksburg VA GP, LLC
CNL Retirement DAS Fredericksburg VA, LP
CNL Retirement DAS GP, LLC

CNL Retirement DAS Granbury TX GP, LLC
CNL Retirement DAS Jackson I1 MS GP, LLC
CNL Retirement DAS Jackson MS GP, LLC

CNL Retirement DAS Lancaster TX GP, LLC
CNL Retirement DAS Lender GP, LLC

CNL Retirement DAS Lender, LP

CNL Retirement DAS Lexington KY GP, LLC
CNL Retirement DAS Little Rock AR GP, LLC
CNL Retirement DAS, LP )

CNL Retirement DAS Marion IL GP, LLC

CNL Retirement DAS Milton FL GP, LLC

CNL Retirement DAS Nassau Bay TX GP, LLC
CNL Retirement DAS Oakbrook IL GP, LLC

CNL Retirement DAS Oakbrook IL, LP

CNL Retirement DAS Parker CO GP, LLC

CNL Retirement DAS Parker I CO GP, LLC

CNL Retirement DAS Parker II CO, LP

CNL Retirement DAS Pearland TX GP, LLP

CNL Retirement DAS Pearland TX, LP

CNL Retirement DAS Petersburg VA GP, LLC
CNL Retirement DAS Petersburg VA, LP

CNL Retirement DAS Pipeline 1, LLC

CNL Retirement DAS Rodney Parham Little Rock AR, LP
CNL Retirement DAS Scottsdale AZ GP, LLC .
CNL Retirement DAS South University Little Rock AR, LP
CNL Retirement DAS Towson MD GP, LL.C

CNL Retirement DAS Towson MD, LP

CNL Retirement DAS Towson Real Estate, LLC
CNL Retirement DAS Texarkana TX GP, LLC
CNL Retirement DAS Tranche 1 GP, LLC

CNL Retirement DAS Westminster CO GP, LLC
CNL Retirement DAS Westminster CO, LP

CNL Retirement DSL1 Alabama, LP

CNL Retirement DSL1 GP, LLC

CNL Retirement Ebyl Davenport 1A, LP

CNL Retirement Ebyl GP, LLC

CNL Retirement Eby1 Illinois GP, LLC

CNL Retirement Eby! Illinois, LP

State of Incorporation

' " Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Dclaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware

Delaware .
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
. Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware




Name of Subsidiary

State of Incorporation

CNL Retirement Eby1 fowa GP, LLC
CNL Retirement Eby1 Marion 1A, LP
CNL Retirement Ebyl, LP
CNL Retirement Eden1 Florida GP, LLC
"CNL Retirement Edenl Gainesville FL, LLLP
CNL Retirement Edenl Jacksonville FL., LLLP
CNL Retirement Edenl Tallahassee FL, LLLP
CNL Retirement Eden2 A Pack GP, LLC
CNL Retirement Eden2 A Pack, LP
CNL Retirement Eden2 B Pack GP, LLC
CNL Retirement Eden2 B Pack, LP
CNL Retirement Eden2 Georgia GP, LLC
CNL Retirement Eden2 Georgia, LP
CNL Retirement Eden2 GP, LLC
_CNL Retirement Eden2, LP
CNL Retirement Eden2 North Carolina GP, LLC
CNL Retirement Eden?2 North Carolina, LP
CNL Retirement Encl A Pack GP, LLC
CNL Retirement Encl A Pack, LP
CNL Retirement Encl Anaheim CA GP, LLC
CNL Retirement Encl Anaheim CA, LP
CNL Retirement Encl California GP, LLC
- CNL Retirement Enc1 California, LP -
CNL Retirement Encl Florida GP, LLC
CNL Retirement Enci Florida, LP
CNL Retirement Encl GP, LLC
CNL Retirement Encl, LP ’
_CNL Retirement Encl Naples FL GP, LLC
CNL Retirement Encl Naples FL, LP
CNL Retirement Enc1 Portland OR GP, LLC
CNL Retirement Encl Portland OR, LP
CNL Retirement Enc1 Tallahassee FL GP, LLC
CNL Retirement Encl Tallzhassee FL, LP
CNL Retirement Encl Victorville CA GP, LLC
CNL Retirement Encl Victorville CA, LP
CNL Retirement ER1 'GP, LLC
CNL Retirement ER1, LP
- CNL Retirément ER2 GP, LLC
_CNL Retirement ER2, LP
CNL Retirement ER3 GP, LLC
CNL Retirement ER3, LP
CNL Retirement ER4 GP, LL.C
CNL Retirement ER4, LP
CNL Retirement ER5 GP,LLC-
CNL Retirement ERS, LP )
CNL Retirement ER6 GP, LLC
CNL Retirement ER6, LP
CNL Retirement GP Corp.
- CNL Retirement GP / Colorado Corp.
CNL Retirement GP / Florida Corp.
_ CNL Retirement GP / Holding Corp.
CNL Retirement GP / Illinois Corp.
CNL Retirement GP National Corp.
CNL Retirement GP / Tennessee Corp.
CNL Retirement GP / Texas Corp.
CNL Retirement GT1 GP, LLC

Delaware
Delaware
Delaware
Delaware
Delaware
Delawidre
Delaware
Delaware
Delaware
Delaware
Délaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delawaré
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
‘Delaware
Delaware
Delaware
Delaware
Delaware




Name of Subsidiary

State of Incorporation

CNL Retirement GT1 1llinois, LP

CNL Retirement GT1 Indiana, LP

CNL Retirement GT1 Ohio, LP

CNL Retirement HB2 A Pack GP, LLC

CNL Retirement HB2 A Pack, LP

CNL Retirement HB2 Boynton Beach FL GP, LLC

CNL Retirement HB2 Boynton Beach FL, LP

CNL Retirement HB2 California GP, LLC

CNL Retirement HB2 California, LP .

CNL Retirement HB2 Cumberland RI GP, LLC

CNL Retirement HB2 Cumberland RI, LP

CNL Retirement HB2 Dallas TX GP, LLC

CNL Retirement HB2 Dallas TX, LP

CNL Retirement HB2 GP, LLC

CNL Retirement HB2 Hoover AL GP, LLC

CNL Retirement HB2 Hoover AL, LP

CNL Retirement HB2 Largo FL GP, LLC

CNL Retirement HB2 Largo FL, LP

CNL Retirement HB2, LP

CNL Retirement HB2 Niles IL GP, LLC

CNL Retirement HB2 Niles IL, LP

CNL Retirement HB2 Palm Beach Gardens FL GP, LLC
CNL Retirement HB2 Palm Beach Gardens FL, LP

CNL Retirement HB2 Sarasota FL. GP, LLC

CNL Retirement HB2 Sarasota FL, LP

CNL Retirement HB2 Smithfield RIGP, LLC

CNL Retirement HB2 Smithfield RI, LP

CNL Retirement HB2 South Kingstown RI GP, LLC

CNL Retirement HB2 South Kingstown RI, LP

CNL Retirement HB2 Sun City AZ GP, LLC

CNL Retirement HB2 Sun City AZ, LP

CNL Retirement HB2 Tiverton RI GP, LLC
.CNL Retirement HB2 Tiverton RI, LP

CNL Retirement HB2 Vernon Hills IL GP, LLC

CNL Retirement HB2 Vernon Hills IL, LP

CNL Retirement HB2 West Palm Beach FL GP, LLC
CNL Retirement HB2 West Palm Beach FL, LP

CNL Retirement HB3 Clear Lake Webster TX GP, LLC
CNL Retirement HB3 Clear Lake Webster TX, LP

CNL Retirement HB3 First Colony Sugar Land TX GP, LLC
CNL Retirement HB3 First Colony Sugar Land TX, LP
CNL Retirement HB3 GP, LLC L

CNL Retirement HB3, LP

CNL Retirement HB3 Memorial City Houston TX GP, LLC
CNL Retirement HB3 Memorial City Houston TX, LP
CNL Retirement HB3 Spring Shadows Place Houston TX GP, LLC
CNL Retirement HB3 Spring Shadows Place Housten TX, LP
CNL Retirement HB3 West University Houston TX GP, LLC
CNL Retirement HB3 West University Houston TX, LP
CNL Retirement HB3 Willowbrook Houston TX GP, LLC
CNL Retirement HB3 Willowbrook Houston TX, LP
CNL Retirement Laguna Creek CA, LP

CNL Retirement LP Corp.

CNL Retirement MA1 GP, LLC

CNL Retirement MA1, LP

CNL Retirement MA2 Arkansas, LP

Delaware
Delaware
Delaware
Delaware
Delaware
- Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
"Delaware
Delaware
Delaware




Name of Subsidiary

State of Incorporation

CNL Retirement MA2 California, LP

CNL Retirement MA2 GP Holding, LLC

CNL Retirement MA2 Iilinois, LP

CNL Retirement MA2, LP

CNL Retirement MA2 Massachusetts, LP

CNL Retirement MA2 Ohio, LP

CNL Retirement MA2 Oklahoma, LP

CNL Retirement MA2 Utah, LP

CNL Retirement MA3 A Pack GP, LLC

CNL Retirement MA3 A Pack, LP

CNL Retirement MA3 California, LP

CNL Retirement MA3 Georgia, LP

CNL Retirement MA3 GP Holding, LLC

CNL Retirement MA3 Kentucky, LP

CNL Retirement MA3, LP

CNL Retirement MA3 Oklahoma, LP

CNL Retirement MA3 Pennsylvania, LP

CNL Retirement MA3 South Carolina, LP

CNL Retirerhent MA3 Virginia, LP

CNL Retirement MA3 Washington, LP

CNL Retirement MA4 Cleveland OH, LP

CNL Retirement MA4 Columbia MD, LP

CNL Retirement MA4 Daytonn OH, LP .
CNL Retirement MA4 Dunwoody GA, LP

CNL Retirement MA4 Florham Park NJ, LP
CNL Retirement MA4 GP Cleveland OH, L.LC
CNL Retiremerit MA4 GP Columbia MD, LLC
CNL Retireinent MA4 GP Dayton OH, LLC
CNL Retirement MA4 GP Dunwoody GA, LLC
CNL Retirement MA4 GP Florham Park NJ, LLC
CNL Retirement MA4 GP Florida Holdmg, LLC
CNL Retlrement MA4 GP Greensboro NC, LLC
CNL Retirement MA4 GP Kansas City KS, LLC
CNL Retirement MA4 GP, LLC S
CNL Retirement MA4 GP Northville Mi; LLC
CNL Retirement MA4 GP Omaha NE, LLC
CNL Retirement MA4 GP Rockville MD, LLC
CNL Retirement MA4 GP St. Charles IL, LLC
CNL Retirement MA4 GP West Orange NJ, LLC
CNL Retirement MA4 GP Wheaton IL, LLC
CNL Retirement MA4 Greensboro NC, LP
CNL Retirement MA4 Kansas Clty KS, LP :

" CNL Retirement MA4, LP .

CNL Retirement MA4 Northville MLLP -
CNL Retirement MA4 Omaha NE, LP -
CNL Retirement MA4 Rockville MD, LP
CNL Retirement MA4 St. Charles IL, LP
CNL Retirement MA4 Tampa FL, LP
CNL Retirement MA4 West Orange NJ, LP
CNL Retirement MA4 Wheaton IL, LP
CNL Retirement MC1 GP, LLC
CNL Retirement MC1 Georgia, LP .~
CNL Retirement MOP 1110 Irving TX, LP
CNL Retirement MOP 1411 Aurora CO GP, LLC
CNL Retirement MOP 1411 Aurora CO, LP
CNL Retirement MOP 1421 Aurora CO GP, LLC

Delaware
Delaware
Delaware
Delaware
Delaware
" Deldware
» Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
“Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware




State of

CNL Retirement Sunl Lilburn GA, LP

Name of Subsidiary Incorporation
CNL Retirement MOP 1421 Aurora CO, LP Delaware
CNL Retirement MOP 4204 Durham NC, LP Delaware
CNL Retirement MOP 4228 Durham NC, LP Delaware
CNL Retirement MOP 4233 Durham NC, LP Delaware
CNL Retirement MOP 4323 Durham NC, LP Delaware
CNL Retirement MOP 7200 Irving TX, LP Delaware
CNL Retirement MOP A Pack GP, LLC. Delaware
CNL Retirement MOP B Pack GP, LLC Delaware |
CNL Retirement MOP Chesapeake VA, LP Delaware
CNL Retirement MOP Clearwater FL, LP Delaware
CNL Retirement MOP Columbia MD GP, LLC Delaware
CNL Retirement MOP Columbia MD, LP Delaware
CNL Retirement MOP Corpus Christi TX, LP Delaware
CNL Retirement MOP Denver CO GP, LLC Delaware
CNL Retirement MOP Denver CO, LP Delaware
CNL Retirement MOP -Encino CA GP, LLC Delaware
CNL Retirement MOP Encino CA, LP Delaware
CNL Retirement MOP Fairfax VA, LP. Delaware
CNL Retirement MOP GP, LLC Delaware
CNL Retirement MOP Houston TX, LP Delaware
CNL Retirement MOP, LP " Delaware
CNL Retirement MOP Largo FL, LP Delaware
CNL Retirement MOP Plano TX, LP Delaware
CNL Retirement MOP Rockville MD, LP Delaware
CNL Retirement MOP Sherman Oaks CA, LP Delaware
CNL Retirement MOP Tampa FL, LP Delaware
CNL Retirement MOP Valencia CA, LP Delaware
CNL Retirement PC1 Brentweod TN, LP Delaware
CNL Retirement PC1 Buckhead GA, LP. Delaware
CNL Retirement PC1 Friendship Heights MD, LP Delaware
CNL Retirement PC1 GP Holding, LLC Delaware
CNL Retirement PC1 GP, LLC Delaware
CNL Retirement PC1 GP Naples FL, LLC Delaware
CNL Retirement PC1 GP Venice FL, LLC Delaware
CNL Retirement PC1, LP ' Delaware
CNL Retirement PC1 Naples FL, LP Delaware
CNL Retirement PC1 New Jersey, LP Delaware
CNL Retirement PC1 North Carolina, LP Delaware
CNL Retirement PC1 Stamford CT, LP Delaware -
CNL Retirement PC1 Venice FL, LP Delaware
CNL Retirement PC2, LLC Delaware
CNL Retirement RP1-VB, LLC Delaware
CNL Retirement SLB Florida, LP Delaware
' CNL Retirement SLB GP, LLC Delaware
CNL Retirement ST1 Colorado GP, LLC Delaware
CNL Retirement ST1 Colorado, LP Delaware
CNL Retirement SU TRS Corp. Delaware
CNL Retirement Sunl Beverly Hills CA GP, LLC Delaware
CNL Retirement Sunl Beverly Hills CA, LP Delaware
CNL Retirement Sunl Cresskill NJ GP, LLC Delaware
CNL Retirement Sunl Cresskill NJ, LP * Delaware
CNL Retirement Sunl Edmonds WA GP, LLC Delaware
CNL Retirement Sunl Edmonds WA, LP Delaware
CNL Retirement Sunl GP, LLC Delaware
CNL Retirement Sunl Lilburn GA GP, LLC Delaware

Delaware




~ Name of Subsidiary

State of Incorporation

CNL Retirement Sunl, LP

‘CNL Retirement Sunl Madison NJ GP, LLC -
CNL Retirement Sunl Madison NJ, LP

CNL Retirement Sunl Santa Rosa CA GP, LLC
CNL Retirement Sunl Santa Rosa CA,LP
CNL Retirement Sun2 Des Peres MO, LP

CNL Retirement Sun2 Missouri GP, LLC

CNL Retirement Sun2 Richmond Heights MO, LP
CNL Retirement Sun2 Wilmette IL GP, LLC
CNL Retirement Sun2 Wilmette IL, LP

CNL Retirement Towson MD, LP

CNL Retirement TRS Corp.

CNL Retirement Westgatel Auburn Hills MI, LP
CNL Retirement Westgatel Michigan GP, LLC
CNL Retirement Westgatel Sterling Heights ML, LP
The DASCO Companies, LLC )

DSTS, LLC

Durant MOB Manager, LLC

Durant MOB Owner, LLC

East Texas Medical Equity Investors Limited Rartnership
Elgin I MOB Owner, LLC

Elgin Il MOB Owner, LLC .

Evansville MOB Owners Limited Partnership
Fannin Medical Investors, Ltd., LP

Jackson Central Investors Limited Partnership
Jackson II MOB Owners, LLC

Lake Granbury Investors, Ltd.

Lancaster Medical Equity Investors, Ltd.
Lancaster MOB East and West Partners, Ltd.
Lexington Equity Investors, Ltd.

Lexington II MOB Owners LLC

Lexington MOB Partners, Ltd.

Marion Medical Equity Investors Corporation
Marion Medical Investor, LP

Marion MOB Partners, LP

McDowell Mountain Medical Investor, Ltd.
Milton Medical Equity Investors, Ltd.

Omaha MOB Investors, LLC

Omaha MOB Manager, LLC

Omaha MOB Owners, LLC

Orlando MOB Owners, LLC

Parker MOB Owners, LLC

“Pikesville Assisted Living, LLC

Randall Road MOB Ovners, LLC

River Oaks MOB Owners, LLC

SJH Medical Office Partners, Ltd.

SJH Office Equity Investors, Ltd.

SWG Birthplace Investors, Ltd.

Texarkana Medical Equity Investors Corporation
Texarkana Partners Limited ‘
Tucson MOB Partners, Ltd.

Tucson Medical Investors, Ltd.

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Florida
Florida’
Delaware
Delaware
Texas
Delaware
Delaware
Delaware
Georgia
Florida
Delaware
Texas
Texas
Texas
Florida
Delaware
Florida
Florida
Illinois
Illinois
Florida
Florida
Florida
Delaware
Delaware
Delaware
Delaware
Maryland
Delaware
Delaware
Texas
Texas
Texas
Florida
Texas
Florida
Florida




EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED CERTIFIED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in Post-Effective Amendment No. One to the Registration
Statement on Form S-3 (No. 333-130148) of CNL Retirement Properties, Inc. of our report dated March 24, 2006
relating to the financial statemeﬁts; financial statement schedules, managemerit's assessment of the effectiveness of
internal control over financial reporting and the effectiveness of internal control over financial reporting, which
appears in this Form 10-K.

Bhrotenialishouas Coopns EP
PricewaterhouseCoopers LLP

Orlando, Florida
March 24, 2006




CERTIFICATION OF CHIEF EXECUTIVE OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350 AS ADOPTED PURSUANT TO
" SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 ‘

EXHIBIT 31.1

I, Stuart J. Beebe, certify that:

L.

2.

[ have reviewed this annual report on Form 10-K of CNL Retirement Properties, Inc. (the "Registrant”);

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Base'dvon my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
Registrant as of, and for, the periods presented in this report;

The Registrant's other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in the Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in the Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
Registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the Registrant,
'including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared,;

b) designed such internal control over financial reporting, or caused such internal control over financial

reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for externa] purposes in
accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this

report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the Registrant's internal control over financial reporting that
occurred during the Registrant's fourth fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the Registrant's internal control over financial reporting; and

The Registrant's other certifying officer and 1 have disclosed, based on our most recent evaluation of
internal contro! over financial reporting, to the Registrant's auditors and the audit committee of the
Registrant's Board of Directors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the Registrant's ability to record,
process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the Registrant's internal control over financial reporting.

Date: March 24, 2006 | By é é

Stuart J. Beebe
Chief Executive Officer and President
s . _ (Principal Executive Officer)




CERTIFICATION OF CHIEF FINANCIAL OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350 AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

EXHIBIT 31.2
1, Clark Hettinga, certify that:
L. [ have reviewed this annual report on Form 10-K of CNL Retirement Properties, Inc. (the "Registrant");
2. Based.on my knowledge, this report does not coﬁtain any untrue statement of a material fact or omit to

state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
Registrant as of, and for, the periods presented in this report;

4, The Registrant's other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in the Exchange Act Rules 13a-15(c) and 15d-15(e)) and internal
control over financial reporting (as defined in the Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
Registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures -
to be designed under our supervision, to ensure that material information relating to the Registrant,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared,

b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the Registrant's internal control over financial reporting that
occurred during the Registrant's fourth fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the Registrant's internal control over financial reporting; and

5. The Registrant's other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the Registrant's auditors and the audit committee of the
Registrant's Board of Directors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the Registrant's ability to record,
process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the Registrant's internal control over financial reporting.

Date: March 24 2006 By: ;

Clark Hettinga
Chief Financial Officer
(Principal Financial and Accounting Officer)




CERTIFICATION OF CHIEF EXECUTIVE OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350 AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

EXHIBIT 32.1

Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, the undersigned certifies that (1) this Annual Report of CNL Retirement Properties, Inc. (the "Company") on
Form 10-K for the year ended December 31, 2005, as filed with the Securities and Exchange Commission on the
date hereof (this "Report"), fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended, and (2) the information contained in this Report fairly presents, in all material
respects, the financial condition of the Company as of December 31, 2005 and 2004 and its results of operations for’

the three year period ended December 31, 2005.

Ul

Stuart J. Beebe
Chief Executive Officer and President

Date: March 24, 2006




CERTIFICATION OF CHIEF FINANCIAL OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350 AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

EXHIBIT 32.2

Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, the undersigned certifies that (1) this Annual Report of CNL Retirement Properties, Inc. (the "Company") on
Form 10-K for the year ended December 31, 2005, as filed with the Securities and Exchange Commission on the
date hereof (this "Report"), fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended, and (2) the information contained in this Report fairly presents, in all material
respects, the financial condition of the Company as of December 31, 2005 and 2004 and its results of operations for

the three year period ended December 31, 2005.

Date: March 24, 2006
: Clark Hettinga

Chief Financial Officer
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EXPLANATORY NOTE

On March 24 2006, CNL Retirement Properties, Inc. (the "Company") filed with the Securities and
Exchange Commission ("SEC") its Annual Report on Form 10-K for the fiscal year ended December 31, 2005
(the "Original Filing"). In accordance with General Instruction G(3) to Form 10-K, the Company incorporated
by reference Part III of the Original Filing from the definjtive proxy statement to be filed by the Company in
connection with the annual stockholder meeting for 2006, which the Company anticipated filing within 120
days of the end of its fiscal year ended December 31, 2005.

Since the date of the Original Filing, the Company has determined that it will not file its definitive
proxy statement by the 120-day deadline and, in accordance with General Instruction G(3) to Form 10-K, must
file an amendment to its Original Filing to include the disclosures required by Part III of Form 10-K. This
Amendment No. 1 to the Original Filing on Form 10-K/A ("Amendment No. 1") is being filed to include the
information required to be disclosed under Part III of Form 10-K. In addition, pursuant to Rule 12b-15
promulgated under the Securities Exchange Act of 1934, this Amendment No. 1 includes currently dated |
certifications from the Company’s Chief Executive Officer and Chief Financial Officer, as required by Section
302 of the Sarbanes-Oxley Act of 2002. The certifications of the Company’s Chief Executive Officer and
Chief Financial Officer are attached to this Amendment No. 1 as Exhibits 31.1 and 31.2. Because this
Amendment No. | does not contain financial statements, the Company is not including certifications pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002. Except for the foregoing amended information, this
Amendment No. 1 continues to speak as of the date of the Original Filing, and the Company has not updated
the disclosures contained herein to reflect events that occurred at a later date.

PART III

Item 10. Directors and Executive Officers of the Registrant

OUR BOARD OF DIRECTORS

The following sets forth certain information concerning the individuals who are our current Directors:

Name Age Position
James M. Seneff, Jr. 59 Director and Chairman of the Board
Robert A. Bourne - 59 Director, Vice Chairman of the Board and Treasurer
David W. Dunbar 53 Independent Director
James W. Duncan, Jr. 53 Independent Director
Edward A. Moses 64 Independent Director

James M. Seneff, Jr. Mr. Seneff has served as a Director and our Chairman of the Board since
inception. Mr. Seneff also is a director and Chairman of the Board of CNL Retirement Corp., our Advisor. Mr.
Seneff served as our Chief Executive Officer from inception through August 1, 2003. Mr. Seneff is a principal
stockholder of CNL Holdings, Inc., the parent company of CNL Financial Group, Inc,, a diversified real estate
company, and has served as a director, Chairman of the Board and Chief Executive Officer of CNL Financial
Group, Inc. and some of its subsidiaries since CNL Holdings, Inc.'s formation in 2000. CNL Financial Group,
Inc. is the parent company, either directly or indirectly through subsidiaries, of CNL Real Estate Group, Inc.
(formerly CNL Real Estate Services, Inc.), CNL Retirement Corp., CNL Capital Markets Corp. {formerly CNL
Capital Markets, Inc.) and CNL Securities Corp., the Managing Dealer of our offerings. With $13 billion in
assets under management in 2005, the CNL family of companies is one of the nation's largest privately held real
estate investment and development companies. Mr. Seneff also serves as a director and Chairman of the Board
of CNL Hotels & Resorts, Inc. a public, unlisted real estate investment trust, and served as its Chief Executive
Officer from inception through February 14, 2003, and as co-Chief Executive Officer from February 14, 2003
through May 1, 2003. Mr. Seneff is also a director and Chairman of the Board of CNL Hospitality Corp., its
advisor, and CNL Hotel Investors, Inc., a real estate investment trust majority owned by CNL Hotels &
Resorts, Inc. Mr. Seneff served as Chief Executive Officer of CNL Hospitality Corp. and CNL Hotel Investors,
Inc. from inception through February 14, 2003 and June 25, 2004, respectively, and served as co-Chief
Executive Officer of CNL Hospitality Corp. from February 14, 2003 through April 28, 2005: Mr. Seneff serves
as a director and Chairman of the Board of CNL Income Properties, Inc., a public, unlisted real estate
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investment trust, and CNL Income Corp., its advisor. Mr. Seneff served as a director from 1994 to June 2005
and Chairman of the Board from 1996 to June 2005, of Commercial Net Lease Realty, Inc., a public real estate
investment trust that is listed on the New York Stock Exchange, as well as serving as its Chief Executive
Officer from 1994 through February 2004. In addition, he served as a director and Chairman of the Board from
inception in 1994 through February 25, 2005, served as Chief Executive Officer from 1994 through August
1999 and co-Chief Executive Officer from December 2000 through September 2003 of CNL Restaurant
Properties, Inc. {formerly CNL American Propemes Fund, Inc.). CNL Restaurant Properties, Inc. was a public,
unlisted real estate investment trust until February 25, 2005, when it merged with U.S. Restaurant Properties,
Inc. Mr. Seneff serves as Chairman of the Board of Trustreet Properties, inc., the successor of the merger
between CNL Restaurant Properties, Inc. and U.S. Restaurant Properties, Inc. Trustreet Properties, Inc. is a
REIT listed on the New York Stock Exchange. Mr. Seneff has also served as a director, Chairman of the Board
and Chief Executive Officer of CNL Securities Corp. since 1979; CNL Investment Company from 1990 until
its merger with CNL Capital Markets Corp. in May 2005; and CNL Fund Advisors Company (formerly CNL
Fund Advisors, Inc. and CNL Institutional Advisors, Inc.), a federally registered investment advisory firm,
since 1990. Mr. Seneff formerly served as a director of First Union National Bank of Florida, N.A., and
currently serves as the Chairman of the Board of CNLBank. Mr. Seneff served on the Florida State
Commission on Ethics and is a former member and past chairman of the State of Florida Investment Advisory
Council, which recommends to the Florida Board of Administration investments for various Florida employee
retirement funds. The Florida Board of Administration is Florida's principal investment advisory and money
management agency and oversees the investment of more than $60 billion of retirement funds. Mr. Seneff
received his degree in Business Administration from Florida State University in 1968.

Robert A. Bourne. Mr. Bourne has served as a Director and our Vice Chairman of the Board since
inception. Mr. Bourne has served as our Treasurer since August 2001. Mr. Bourne also serves as a director
and Vice Chairman of the Board of CNL Retirement Corp., our Advisor. Mr. Bourne served as the President of
the Company and the Advisor from 1998 and 1997, respectively, to June 2002, and served as Treasurer of the
Advisor from June 2001 to March 2006. Mr. Bourne is also the President of CNL Financial Group, Inc. and
served as Treasurer from February 1984 to March 2006. Mr. Bourne is a diréctor and Vice Chairman of the
Board of CNL Hotels & Resorts, Inc., a public, unlisted real estate investment trust; as well as, a director, Vice
Chairman of the Board and Treasurer of CNL Hospitality Corp., its advisor, and a director and Treasurer of
CNL Hotel Investors, Inc., a real estate investment trust majority owned by CNL Hotels & Resorts, Inc. Mr.
Bourne served as President of CNL Hotels & Resorts, Inc. and CNL Hospitality Corp. from 1997 to June 2002,
served as a director of CNL Hotels & Resorts, Inc. from 1996 to February 2003 and Treasurer from 2001
through June 2004, and served as President of CNL Hotel Investors, Inc. from 1999 to July 2002. Mr. Bourne
also serves as a director of CNLBank. Mr. Bourne serves as a director, Vice Chairman of the Board and
Treasurer of CNL Income Properties, Inc., a public, unlisted real estate investment trust, and CNL Income
Corp., its advisor. He served as a director from 1994 to June 2005 and Vice Chairman of the Board from 1996
to June 2005 of Commercial Net Lease Realty, Inc., a public, real estate investment trust listed on the New
York Stock Exchange. Mr. Bourne served as a director from inception in 1994 through February 25, 2005,
President from 1994 through February 1999, Treasurer from February 1999 through August 1999, and Vice
Chairman of the Board from February 1999 through February 25, 2005, of CNL Restaurant Properties, Inc.
(formerly CNL American Properties Fund, Inc.). CNL Restaurant Properties, Inc. was a public, unlisted real
estate investment trust until February 25, 2005, when it merged with U.S. Restaurant Properties, Inc. Mr.
Bourne serves as a director of Trustreet Properties, Inc., the successor of the merger between CNL Restaurant
Properties, Inc. and U.S, Restaurant Properties, Inc. Trustreet Properties, Inc. is a REIT listed on the New York
Stock Exchange. Mr. Bourne also serves or has served as a director, President and Treasurer for various
affiliates of CNL Financial Group, Inc., including CNL Investment Company until its merger with CNL Capital
Markets Corp. in May 2005, CNL Securities Corp., the Managing Dealer for our offerings, and CNL Fund
Advisors Company (formerly CNL Fund Advisors, Inc. and CNL Institutional Advisors, Inc.), a federally
registered investment advisory firm. As President of CNL Financial Group, Inc., Mr. Bourne has overseen
CNL's real estate and capital markets activities including the investment of over $4 billion in equity and the
financing, acquisition, construction and leasing of restaurants, office buildings, apartment complexes, hotels,
retirement properties and other real estate. Mr. Bourne began his career as a certified public accountant
employed by Coopers & Lybrand, Certified Public Accountants, from 1971 through 1978, where he attained
the position of tax manager in 1975. Mr. Bourne graduated from Florida State University in 1970 where he
received a B.A. in Accounting, with honors.



David W, Dunbar. Mr. Dunbar has served as an Independent Director since 1998. Mr. Dunbar serves
as chairman and chief executive officer of Synovus Bank of Tampa Bay, an affiliate of Synovus Financial
(NYSE: "SNV"). Mr. Dunbar joined Synovus in 2004 through their acquisition of Peoples Bank, which he
organized and founded in 1996. Mr. Dunbar is also vice chairman of the board of trustees of Bay Care Health
System, an alliance of ten non-profit hospitals in the Tampa Bay area, as well as a member of the board of
directors of Morton Plant Mease Health Care, Inc., an 841-bed, not-for-profit hospital system in Pinellas
County, Florida. He is a former member of the board of directors of North Bay Hospital, a 122-bed facility and
a former member of the board of directors of Morton Plant Mease Hospital Foundation. During 1994°and
1995, Mr. Dunbar was a member of the board of directors and an executive officer of Peoples State Bank. Mr.
Dunbar was the chief executive officer of Republic Bank from 1981 through 1988 and from 1991 thrbugh
1993. From 1988 through 1991, Mr. Dunbar developed commercial and medical office buildings and, through
a financial consulting company he founded, provided specialized lending services for real estate development
clients, specialized construction litigation support for national insurance ¢ompanies and strategic planning
services for institutional clients. In 1990, Mr. Dunbar was the chief executive officer, developer and owner of a
60,000 square-foot medical office building located on the campus of Memorial Hospital in Tampa, Florida.

Mr. Dunbar previously served as a member of the Florida Elections Commission, the body responsible for
investigating and holding hearings regarding alleged violations of Florida's campaign finance laws. In addition,
from 1990 to 2000, Mr. Dunbar served as the Governor's appointee to'the State of Florida Taxation and Budget
Reform Commission, a 25 member, blue ribbon commission established to réview, study and make appropriate
recommendations for changes to state tax laws. Mr. Dunbar currently sérves as a member of the Pinellas
County, Florida Board of Adjustments, a seven member commission appomted by the Board of County
Commissioners, which has authority to grant variances and special exceptions to zoning and development
ordinances. Mr. Dunbar began his professional career with Southeast Banking Corporation in Miami, from
1975 through 1981, serving as a regional vice president of commercial mortgage Jending. Mr. Dunbar received
a B.S. degree in Finance from Florida State University in 1975. He is also a 1977 graduate of the American
Bankers Association National Commercial Lending School at the University of Oklahoma and a 1982 graduate
of the School of Banking of the South at Louisiana State Un1vers1ty

James W. Duncan, Jr. Mr. Duncan has served as an Independent Dlrector since F ebruary 2002. Mr.
Duncan is the president of Navtrak, Inc., a mobile data and asset tracking company that provides a web-based
system to track vehicles in commercial fleets. From 1994 through 2000, Mr, Duncan served as the president of
The Latrobe Group, LLC, a private investment company. In addition, from 1994 through 2001, Mr. Duncan
was a member of the board of governors for Opportunity International, a ion-profit organization that provides
entrepreneurs with access to capital and business training to start and expand small businesses. From 1985
through 1994, Mr. Duncan was co-chairman and president of PersonaCare, Inc., a company he co-founded that
provided sub-acute, skilled nursing and assisted living care with 12 facilities located in six states. Prior to co-
founding PersonaCare, Inc., Mr. Duncan was a partner in Duncan & Smick, a commercial real estate
development firm. Mr. Duncan received a B.A. in Economics from Wheaton College i in 1974 and a 1.D. from
the University of Maryland School of Law in 1978

Edward A. Moses. Dr. Moses has served as an Independent Director since 1998. Dr. Moses served as
dean of the Roy E. Crummer Graduate School of Business at Rollins College from 1994 to 2000, and has
served as a professor and the Bank of America professor of finance since 1989. As dean, Dr. Moses
established a comprehensive program of executive education for health care management at the Roy E.
Crummer Graduate School of Business. From 1985 to 1989 he served as dean and professor of finance at the
University of North Florida. He has also served in academic and administrative positions at the University of
Tulsa, Georgia State University and the University of Central Florida. Dr. Moses has written six textbooks in
the fields of investments and corporate finance as well as numerous articles in leading business journals. He
has held offices in a number of professional organizations, including president of the Southern Finance and
Eastern Finance Associations, served on the board of the Southern Business Administration Association, and
served as a consultant for major banks as well as a number of Fortune 500 companies. He currently serves as a
faculty member'in the Graduate School of Banking at Louisiana State University and is an expert
witness/consultant in fiduciary responsibilities related to trust portfolio formulation and management. Dr.
Moses received a B.S. in Accounting from the Wharton School at the University of Pennsylvania in 1965 and
an M.B.A. in 1967 and a Ph.D. in Finance from the University of Georgia in 1971.




EXECUTIVE OFFICERS

Qur executive officers are as follows:

Name Age - Position
Stuart J. Beebe 47 Chief Executive Officer and President
Phillip M. Anderson, Jr. 46 Chief Operating Officer and Executive Vice President
Clark Hettinga 41 Chief Financial Officer and Senior Vice President
Robert A. Bourne 59 Director, Vice Chairman of the Board and Treasurer
Lynn Gutierrez 52 Secretary

Stuart J. Beebe. Mr. Beebe has served as our Chief Executive Officer and President since September
2005. Mr. Beebe also serves as Chief Executive Officer, President and a director of CNL Retirement Corp.,
our Advisor, and Chief Executive Officer and President of CNL Retirement Development Corp. From
December 31, 2004 until September 23, 2005, Mr. Beebe served as Executive Vice President of Acquisitions &
Finance of the Company and the Advisor. In those roles, Mr. Beebe coordinated all new business development
and investment activities and oversaw the financing of projects and structuring of corporate debt. He also
worked closely with other senior management in the development and execution of the Company’s and the
Advisor’s strategic business plan. Mr. Beebe served as Chief Financial Officer of the Company and the Advisor
from July 2002 through December 2004. Mr. Beebe serves as Executive Vice President and Chief Financial
Officer of CNL Real Estate & Development Corp. (formerly CNL Realty & Development Corp.), and serves as
President and Chief Operating Officer of CNL Real Estate Group, Inc. (formerly CNL Real Estate Group, Inc.).
Mr. Beebe was responsible for executing their financial and capital structuring initiatives and coordinated their
investment and development activities focused on commercial office buildings and master planned '
communities. Prior to joining CNL in December of 1997, Mr. Beebe spent 15 years with Lincoln Property
Company, one of the largest, privately held, commercial real estate firms in the country. As senior vice
president, Mr. Beebe oversaw the operations of Lincoln’s Florida Region, with a direct focus on development
and acquisition activities. He also participated in the daily administration of all real estate assets in the region,
including project financing and construction, leasing and marketing activities, property and asset management
and dispositions. Before joining Lincoln, Mr. Beebe worked for KPMG Peat Marwick as a Certified Public
Accountant, specializing in the real estate, banking and natural resources industries. Mr. Beebe received a B. A.
in Accounting from Baylor University in 1981. He is a Certified Public Accountant and a Licensed Real Estate
Broker in the State of Florida. He is also a member of the National Association of Real Estate Investment
Trusts (NAREIT), the National Association of Industrial Office Properties (NAIOP) and the Urban Land
Institute (ULI).

- Phillip M. Anderson, Jr. Mr. Anderson has served as our Chief Operating Officer and Executive
Vice President since February 1999. Mr. Anderson also currently serves as the Chief Operating Officer and
Executive Vice President of CNL Retirement Corp., our Advisor, and Chief Operating Officer of CNL
Retirement Development Corp. Mr. Anderson joined CNL Retirement Corp. in January 1999 and is
responsible for the planning and implementation of CNL's interest in the health care industry investments,
including acquisitions, development, project analysis and due diligence. From 1987 through 1998, Mr.
Anderson was employed by Classic Residence by Hyatt. Classic Residence by Hyatt ("Classic") is affiliated
with Hyatt Hotels and Chicago's Pritzker family. Classic acquires, develops, owns and operates seniors'
housing, assisted living, skilled nursing and Alzheimer's facilities throughout the United States. Mr. Anderson's
responsibilities grew from overseeing construction of Classic's first properties to acquiring and developing new
properties. Mr. Anderson also served on Classic's Executive Committee charged with the responsibility of
monitoring performance of existing properties and development projects. Mr, Anderson has been a thember of
the American Senior Housing Association since 1994 and currently serves on the executive board and
insurance committee, In addition, Mr. Anderson serves on the board of directors of the National Investment
Center for Senior Housing and Care Industries and also serves as an advisory board member to Westminister
Retirement Communities, a not-for-profit operator of continuing care communities. He graduated from the
Georgia Institute of Technology in 1982, where he received a B.S. in Civil Engineering, with honors.



Clark Hettinga. Mr. Hettinga has served as our Chief Financial Officer and Senior Vice President
since December 2004. Mr. Hettinga also serves as Chief Financial Officer and Senior Vice President of CNL
Retirement Corp., our Advisor. Mr. Hettinga is responsible for the accounting, financial reporting, finance,
internal audit and information systems aspects of the Company and the Advisor. Prior to joining the Company
and the Advisor in March 2004, Mr. Hettinga served as the executive vice president and chief financial officer
for EdenCare Senior Living Services, L.P. from 1998 to 2004. During Mr. Hettinga's tenure, EdenCare grew to
be one of the largest seniors housing owner/operators in the southeastern United States. In November 2003, the
Company acquired 25 properties from EdenCare. Mr. Hettinga also served as the chief accounting officer for
Physician Health Corporation, a start-up physician practice- management company as well as has served as vice
president and controller for GranCare, Inc., a NYSE listed health care company. Mr, Hettinga started his career
as an auditor for Ernst & Young. Mr. Hettinga holds a BBA in Accounting and Finance from the University of
Wisconsin — Milwaukee and is a Certified Public Accountant in the state of Wisconsin. In addition, he is a
member of the American Institute of Certified Public Accountants.

Lynn Gutierrez. Ms. Gutierrez has served as our Secretary since May 2005. Ms. Gutierrez also serves
as the Director of Regulatory Reporting for CNL Retirement Corp., the Advisor to the Company. Prior to
joining CNL Retirement Corp. in January 2005, Ms. Gutierrez was the manager of SEC reporting for CNL
Investment Company, where she was responsible for facilitating the preparation and filing of the Securities Act
filings for CNL Retirement Properties, Inc. and other entities. Before joining CNL in November 1990, Ms.
Gutierrez was a staff accountant for Coopers & Lybrand, Certified Public Accountants. Ms. Gutierrez Holds a
B.S. in Accounting from the University of Central Florida and is a Certified Public Accountant in the State of
Florida. In addition, she is a member of the American Institute of Certified Public Accountants and the Florida
Institute of Certified Public Accountants.

The background of Mr. Bourne is described above under "OUR BOARD OF DIRECTORS."

Audit Committee Financial Expert

We have a standing Audit Committee, the members of which are selected by our Board of Directors each
year. Since 2004, our Audit Committee has been composed of David W. Dunbar, James W. Duncan and Edward
A. Moses, each of whom has.been determined to be "independent" under the listing standards ‘of the New York
Stock Exchange. The Committee operates under a written charter adopted by our Board, which is required to be
provided to. stockholders every three years, unless amended earlier, A copy of our Audit Committee Charter is
posted to our website at http://www.cnlretirement.com/retirementprop. Our Audit Committee has determined that
Dr. Moses, the Chairman of our Audit Committee and an independent director, is an "audit committee financial

expert" under the rules and regulations of the Commission for purposes of Section 407 of the Sarbanes-Oxley Act
of 2002,

Code of Ethics

We have adopted a code of ethics that applies to all our directors and officers as well as all directors,
officers and employees of our advisor, CNL Retirement Corp. Our code of ethics which is entitled "Code of
Business Conduct," is posted to our website at http://www.cnlretirement.cony/retirementprop.

Item 11. Executive Compensation

During the year ended December 31, 2005, each independent director earned $35,000 for serving on
our Board of Directors. Each independent director also received $1,500 per Board meeting attended (including
any telephonic meeting) of our Board of Directors. In addition, the Chairman of our Audit Committee received
$5,000 for serving as Chair, as well as $1,500 per meeting at which such Chairman was present or in which
such Chairman participated by telephone with our independent accountants as a representative of our Audit
Committee. For these and other services provided as our Independent Directors, each of Mr. Dunbar, Mr.
Duncan'and Dr. Moses received $205,000, $238,000 and $228,000, réspectively, fqr the year ended December
31, 2005. : :




On March 8, 2006, our Board of Directors unanimously approved a resolution to amend our Bylaws,
effective as of January 1, 2006, as follows:

Effective January 1, 2006, Directors will be entitled to receive compensation for the services or activities they
perform or engage in as Directors as may be determined by the Board of Directors by resolution (including the
affirmative vote of a majority of the Independent Directors). The Company will not pay any compensation to the officers
and Directors of the Company who also serve as officers and directors of the Advisor. Directors may be reimbursed for
expenses of attendance, if any, at each annual, regular or special meeting of the Board of Directors or any committee of
the Board of Directors and for their expenses, if any, in connection with any other service or activity they performed or
engaged in as Directors. Nothing in Section 11 of Article 1II of the Bylaws will be construed to preclude any Director
from serving the Company in any other capacity and receiving compensation in connection therewith.

No annual or long-term compensation was paid by us to our executive officers for services rendered in
any capacity to us during the three year period ended December 31, 2005, In addition, none of our executive
officers received an annual salary or bonus from us during the three year period ended December 31, 2005. Our
executive officers also are employees and executive officers of our Advisor or its affiliates and receive
compensation from CNL Financial Group, Inc. or its affiliates in part for services provided to us. See "Certain
Relationships and Related Transactions" for a description of the fees payable and expenses reimbursed to our
Advisor and its affiliates. ‘

Compensation Committee Interlocks and Insider Participation

During 2005, David W. Dunbar, James W. Duncan and Edward A. Moses served on our Compensation
Committee. No member of the Compensation Committee is or has been a former or current executive officer or
employee of the Company or had any relationships requiring disclosure by us under the SEC's rules requiring
disclosure of certain relationships and related party transactions. None of our executive officers served as a
director or member of a compensation committee (or other committee serving an equivalent function) of any other
entity, whose executive officers served as a director or member of our Compensation Committee during the fiscal
year ended December 31, 2003.

Item 12. Securlty Ownership of Certain Beneficial Owners and Management

The following table sets forth, as of April 11, 2006, the number and percentage of outstanding shares
beneficially owned by all persons known by us to own beneficially more than 5% of our common stock, by
each director and nominee, by each executive officer and by all executive officers and directors as a group,
based upon information furnished to us by such stockholders, officers and directors. The address of the named
officers and directors is CNL Center II at City Commons, 420 South Orange Avenue, Suite 500, Orlando,
Florida 32801.

Name and Address Number of Shares Percent

of Beneficial Owner Beneficially Owned of Shares

James M. Seneff, Ir. 20,000 )] )
Robert A. Bourne | — -
David W. Dunbar — —
James ‘W. Duncan, Jr. . — ‘ _
: Edwérd A. Moses « — : —
Thomas J. Hutchison III | — —
Ph1111p M. Anderson Jr. 1,377 2

[ils SRS

Clark Hettmga T — —




Name and Address Number of Shares. . Percént

of Beneficial Owner Beneficially Owned of Shares
Stuart J. Beebe v ' _
Lynn Gutierrez — ‘ _

All directors and executive officers as a X
group (10 persons) 21,377 2

(1) Represents shares held by our Advisor, of which Mr. Seneff is a director. Mr. Seneff and his wife share
majority beneficial ownership of our Advisor through their ownership of CNL Holdings, Inc. Our Advisor is
an indirectly majority owned subsidiary of CNL-Holdings, Inc. ‘

(2) Less than 1%.
Item 13. Certain Relationships and Related Transactions

The majority of our executive officers are executive officers of our Advisor, a majority owned subsidiary
of CNL Financial Group, Inc., in which Messrs. Seneff and Bourne serve as executive officers and/or directors and
whose shares are beneficially owned by Mr. Seneff and his wife. In addition, Messrs. Seneff and Boumne serve as
executive officers and/or directors of CNL Securities Corp., the managing dealer of our offering of shares of
common stock, and an indirectly wholly owned subsidiary of CNL Financial Group, Inc. Messrs. Seneff and
Bourne are directors of ours, our Advisor and CNL Securities Corp. Administration of our day-to-day operations
is provided by our Advisor, pursuant to the terms of our advisory agreement. Qur Advisor also serves as our
- consultant in connection with policy decisions to be made by our Board, manages our properties and renders such
other services as our Board deems appropriate. Our Advisor also bears the expense of providing executive
personnel and office space to us. Our Advisor is at all times subject to the supervision of our Board and hds only
such functions and authority as we may delegate to it as our agent. Our Advisor and its affiliates receive fees and
compensation for services provided in connection with our common stock offerings, permanent financing, and the
acquisition, management and sale of our assets.

Pursuant to the advisory agreement, as amended and restated, our Advisor and its affiliates earn certain
fees and are entitled to receive reimbursement of certain expenses. During the year ended December 31, 2005,
our Advisor and its affiliates earned fees and incurred reimbursable expenses as follows (in thousands):

3

Acquisition fees (1):

From offering proceeds - $ 5,874

From debt proceeds 13,789

' 19,663

Asset management fees (2) 19,217
Reimbursable expenses (3):

Acquisition expenses ~ 210

General and administrative expenses 5,989

' 6,199

$ 45,079

(1) For the period from May 3, 2005 through December 31, 2005, acquisition fees for, among other
things, identifying properties and structuring the terms of the leases were equal to 3.0% of gross
offering proceeds and loan proceeds from permanent financing under our fifth public offering (4.0%
of gross offering proceeds and loan proceeds for the period from May 14, 2004 through May 2, 2005
and 4.5% of gross offering and loan proceeds under our prior public offerings).

If we list our common stock on a national securities exchange or over-the-counter market, our Advisor
will receive an acquisition fee equal to 3.0% of amounts outstanding on our line of credit, if any, at the
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time of listing. Certain fees payable to our Advisor upon listing, orderly liquidation or other sales of
properties are subordinate to the return of 100% of the stockholders' invested capital plus the
achievement of a cumulative, noncompounded annual 8% return on stockholders' invested capital.

(2) Monthly asset management fee of 0.05% of our "real estate asset value" (defined as the amount
actually paid or allocated to the purchase, development, construction or improvement of a property,
exclusive of acquisition fees and acquisition expenses), and the outstanding principal balance of any
mortgage loan as of the end of the preceding month.

(3) Reimbursement for administrative services, including, but not limited to accounting; financial, tax,
insurance administration and regulatory compliance reporting; stockholder distributions and reporting;
due diligence and marketing; and investor relations.

Pursuant to our advisory agreement, our Advisor is required to reimburse us the amount by which the
total operating expenses we pay or incur exceeds in any four consecutive fiscal quarters (the "Expense
Year") the greater of 2% of average invested assets or 25% of net income (the "Expense Cap").
Operating expenses for the Expense Year ended December 31, 2005, did not exceed the Expense Cap.

CNL Securities Corp. received fees based on the amounts raised from our offerings equal to: (i) selling
commissions of 6.5% of gross proceeds under our fifth public offering and 7.5% under our prior public
offerings, (ii) a marketing support fee of 2.0% of gross proceeds under our fifth public offering and 0.5% under
our prior public offerings and (iit) beginning on December 31, 2003, an annual soliciting dealer servicing fee
equal to 0.2% of the aggregate proceeds raised in our second public offering. The majority of these fees were
re-allowed to other broker dealers. Affiliates of our Advisor are reimbursed for certain offering expenses
incurred on our behalf. Offering expenses incurred by our Advisor and its affiliates on our behalf, together
with selling commissions, the marketing support fee and due diligence expense reimbursements have not
exceeded and will not exceed 13% of the proceeds raised in connection with the offerings.

During the year ended December 31, 2005, we incurred.the following fees and costs (in thousands):

Selling commissions $ 10,801
Marketing support fee 3,313
Offering and due diligence costs 4,250

Soliciting dealer service fee v —
$ 18,364

We own a 9.90% interest in CNL Plaza, Ltd. (the "Owner"), a limited partnership that owns an office
building located in Orlando, Florida, in which our Advisor and certain affiliates of CNL Financial Group
("CFG") lease office space. CFG owns a controlling interest in the parent company of our Advisor and is
indirectly wholly owned by James M. Seneff, Jr., our chairman of the board, and his wife. Robert A. Bourne,
our vice-chairman of the board and treasurer, is an officer of CFG. The remaining interests in the Owner are
held by several entities with present or former affiliations with CFG, including: CNL Plaza Venture, Ltd.,
which has a 1% interest as general parther of the Owner and whose general partner is indirectly wholly owned
by Mr. Seneff and his wife; CNL Corporate Investors, Ltd., which is indirectly wholly owned by Messrs.
Seneff and Bourne, and which has a 49.50% interest, as a limited partner, in the Owner; CNL Hotels & Resorts,
Inc. which has a 9.90% interest, as a limited partner, in the Owner; Commercial Net Lease Realty, Inc., which
has a 24.75% interest, as a limited partner, in the Owner; and CNL APF Partners, LP, which has a 4.95%
interest, as a limited partner, in the Owner. We also own a 9.90% interest in CNL Plaza Venture, Ltd. (the
"Borrower"), a Florida limited partnership, which is the general partner of the Owner. The remaining interests
in the Borrower are held by the same entities in the same proportion described above with respect to the Owner.

In 2004, the Owner conveyed a small portion of the premises underlying the parking structure adjacent
to its office building, vatued by the parties at approximately $0.6 million, to CNL Plaza II, Ltd., a limited
partnership in which Messrs. Seneff and Bourne own a 60% interest and 40% interest, respectively, as part of
the development of the premises surrounding the building. The purpose of the conveyance was to adjust the
percentage fee simple ownership under the parking structure so as to allow joint parking privileges for a new
office building that was developed in 2005 and is owned by CNL Plaza II, Ltd. In connection with this
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transaction, the Owner received an ownership interest in a cross-bridge that was constructed and an anticipated
benefit from a reduction in the allocation of its operating expenses for the garage. In addition, the Owner may
be entitled to additional consideration pursuant to a purchase price adjustment.

- On September 30, 2005, we executed a pro rata, several guarantee limited to 16.67%, or $2.3 million,
of a $14.0 million uncollateralized promissory note of the Borrower that matures December 31, 2010. During
the year ended December 31, 2005, we received approximately $0.2 million in distributions from the Owner.

We maintain bank accounts in a bank in which certain of our officers and directors, including Messrs.
Seneff and Bourne, serve as directors and are principal stockholders. The amount deposited with this bank was
$3.1 million at December 31, 2005.

Century Capital Markets, LLC ("CCM"), an entity in which an affiliate of our Advisor was formerly a
non-voting Class C member, made the arrangements for two commercial paper loans totaling $43.9 million.
The monthly interest payments due under these commercial paper loans include an annual margin of either 30
or 40 basis points, payable to CCM for the monthly services it provides related to the administration of the
commercial paper loans. Effective September 30, 2005, a non-affiliated third party assumed the administration
of these commercial paper loans. Therefore, we now pay the monthly services fee directly to the non-affiliated
third party. During the year ended December 31, 2005, $0.1 million was paid to CCM related to these services.

Our chairman of the Board is a director in a hospital that leases office space in seven of our medical
facilities that were acquired in August 2004. Additionally, one of our independent directors is a director in a
health system that leases office space in one of our medical facilities that was acquired in April 2004. During
the year ended December 31, 2005, these hospitals contributed less than 1% of our total revenues.

Item 14. Principal Accountant Fees and Services

The following table sets forth the aggregate fees billed by our principal accountant, PWC, for the years
ended December 31, 2005 and 2004 for audit and non-audit services (as well as all "out-of-pocket” costs incurred
in connection with these services) and are categorized as Audit Fees, Audit-Related Fees, Tax Fees and All Other
Fees. The nature of the services provided in each such category is described following the table.

2005 2004
Audit Fees $ 680,828 $° 437,844
Audit-Related Fees 33,000 " 46,696
Tax Fees - 187,323 84,794
All Other Fees . — —
Total Fees : $901,151 $ 569,334

Audit Fees — Consists of professional services rendered in connection with the annual audit of our
consolidated financial statements on Form 10-K and quarterly reviews of our interim financial statements on Form
10-Q. Audit fees also include fees for services performed by PWC that are closely related to the audit and in many
cases could only be provided by our independent auditors. Such services include the issuance of comfort letters
and consents related to our registration staternents and capital raising activities, assistance with and review of other
documents filed with the Commission and accounting advice on completed transactions. Approximately $186,000
of the Audit Fees incurred in 2005 represent recurring and non-recurring services associated with the internal
control audit required by Section 404 of the Sarbanes-Oxley Act of 2002.

Audit Related Fees — Consists of services related to audits of properties acquired, due diligence
services related to contemplated property acquisitions and accounting consultations.

Tax Fees — Consists of services related to corporate tax compliance, including review of corporate tax
returns, review of the tax treatments for certain expenses and tax due diligence relating to acquisitions.




All Other Fees — There were no professional services rendered by PWC that would be classified as other
fees during the years ended December 31, 2005 and 2004. .

Pre-Approval of Audit and Non-Audii Services

Under our Pre-Approval Policy, as adopted by our Audit Committee in February 2004, our Audit
Committee must pre-approve all audit and non-audit services provided by our independent auditors in order to
assure that the provisions of such services do not impair our auditor's independence. The policy, as described
below and set forth in our Audit Committee Charter, sets forth conditions and procedures for such pre-approval of
services to be performed by our independent auditor and utilizes both a framework of general pre-approval for
certain specified services and specific pre-approval for all other services.

The annual audit services, as well as all audit-related services (assurance and related services that are
reasonably related to the performance of the auditor's review of the financial statements or that are traditionally
performed by the independent auditor), requires the specific pre-approval of our Audit Committee. Our Audit
Committee may, however, grant general pre-approval for other audit services, which are those services that only
our independent auditor reasonably can provide (such as comfort letters or consents). Our Audit Committee has
pre-approved all tax services and may grant general pre-approval for those permissible non-audit services that it
has classified as "all other services" because it believes such services are routine and recurring services, and would
not impair the independence of our auditor.

The fee amounts for all services to be provided by our independent auditor are established annually by
our Audit Committee, and any proposed service fees exceeding approved levels will require specific pre-approval
by our Audit Committee. Requests to provide services that require specific approval by our Audit Committee are
submitted to our Audit Committee by our independent auditor, our chief financial officer and our chief executive
officer, and must include a joint statement as to whether, in their view, the request is consistent with the
Commission's rules on auditor independence.

PART IV
Item 15. Exhibits
(a) The following documents are filed as part of this report.
3. Exhibits
3.1 Articles of Amendment and Restatement of CNL Retirement Properties, Inc. dated

July 28, 2003. (Included as Exhibit 3.8 to the Registrant's Registration Statement on
Form S8-11 (Registration No. 333- 107486) Sfiled July 30, 2003 and incorporated

herein by reference.)

32 CNL Health Care Properties, Inc. Bylaws. (Included as Exhibit 3.2 to the
Registrant’s 1998 Report on Form [0-K filed March 5, 1999 and incorporated
herein by reference.)

33 Amendment No. 1 to the Bylaws of CNL Health Care Properties, Inc. (Included as
Exhibit 3.6 to Pre-Effective Amendment No. One fo the Registrant's Registration
Statement on Form S-11 (Registration No. 333-37480) filed August 31, 2000 and

incorporated herein by reference.) ‘ .

34 Amendment No. 2 to the Bylaws of CNL Retirement Properties, Inc. (Included as
Exhibit 3.7 to Post-Effective Amendment No. One to the Registrant's Registration
Statement on Form S-11 (Registration No. 333-100347) filed June 25, 2003 and
incorporated herein by reference.)
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35

3.6

37

4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

Articles of Amendment of CNL Retirement Properties, Inc. dated July 19, 2004.
(Included as Exhibit 3.5 to the Registrant's June 30, 2004 Report on Form 10-Q filed
August 6, 2004 and incorporated herein by reference.)

Amendment No. 3 to the Bylaws of CNL Retirement Properties, Inc. (Included as
Exhibit 3.1 to the Registrant's Form 8-K filed April 22, 2005 and incorporated
herein by reference.)

Amendment No. 4 to the Bylaws of CNL Retirement Properties, Inc. (Included as
Exhibit 3.7 to the Registrant's Report on Form 10-K filed March 24, 2006 and
incorporated herein by reference.)

Form of Reinvestment Plan (Included as Exhibit 4.7 to Post-Effective Amendment
No. Nine to the Registrant's Registration Statement on Form 5-11 (Registration No.

333-107486) and incorporated herein by reference.)

‘ Advisory Agreement, dated as of May 3, 2004, between CNL Retirement Properties,

Inc. and CNL Retirement Corp. (Included as Exhibit 10.2 to Post-Effective
Amendment No. One to the Registrant's Registration Statement on Form S-11 filed
June 14, 2004 and incorporated herein by reference.)

Renewal Agreement dated as of May 2, 2005, between CNL Retirement Properties,
Inc. and CNL Retirement Corp. (Included as Exhibit 10.2 to the Registrant's Form
8-K filed May 6, 2005 and incorporated herein by reference.)

First Amendment to Renewal Agreement dated as of July 13, 2005, between CNL
Retirement Properties, Inc. and CNL Retirement Corp. (Included as Exhibit 10.3 to the
Registrant's Report on Form 8-K filed July 15, 2005 and incorporated herein by
reference.) :

Indemnification Agreement between CNL Health Care Properties, Inc. and Thomas
I. Hutchison [II dated February 29, 2000. Each of the following directors and/or
officers has signed a substantially similar agreement as follows: James M. Seneff,
Jr., Robert A. Bourne, David W. Dunbar, Timothy S. Smick, Edward A. Moses,
Jeanne A. Wall, and Lynn E. Rose dated September 15, 1998, Phillip M. Anderson,
Jr. dated February 19, 1999, James W. Duncan dated February 22, 2002, Stuart J.
Beebe dated July 15, 2002, and Marcel Verbaas dated April 19, 2004. (Included as
Exhibit 10.2 to the Registrant’s March 31, 2000 Report on Form 10-Q filed May 3,
2000 and incorporated herein by reference.)

Indemnification Agreement between CNL Retirement Properties, Inc. and Clark
Hettinga effective as of December 31, 2004. Lynn Gutierrez has signed a
substantially similar agreement effective as of May 13, 2005. (Included as Exhibit
10.11 to Post-Effective Amendment. No. Five to the Registrant's Registration
Statement on Form S-11 filed June 14, 2005 and incorporated herein by reference.)

Agreement of Limited Partnership of CNL Health Care Partners, LP. (Included as
Exhibit 10.10 to Post-Effective Amendment No. Two to the Registrant's Registration
Statement on Form S-11 filed March 23, 2000 and incorporated herein by
reference.)

Credit Agreement between CNL Retirement Partners, LP as Borrower, CNL
Retirement GP Corp., CNL Retirement LP Corp. and CNL Retirement Properties,
Inc., as Guarantors, Bank of America, NA, as Administrative Agent and Bank of
America Securities, LLC as Sole Lead Arranger and Book Manager dated March 17,
2003. (Included as Exhibit 10.47 to the Registrant's March 31, 2003 Report on
Form 10-Q filed May 15, 2003 and incorporated herein by reference.)
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10.8  Amended and Restated Credit Agreement dated as of August 23, 2005 among CNL
Retirement Partners, LP, as Borrower, CNL Retirement GP Corp., CNL Retirement
LP Corp., CNL Retirement Properties, Inc. and each of the other Guarantors, Bank
of America, N.A., as Administrative Agent, Swing Line Lender and L/C Issuer,
JPMorgan Chase Bank, N.A. and General Electric Capital Corporation as Co-
Syndication Agents, Wachovia Bank, National Association and Key Bank National
Association, as Co- Documentation Agents and the other lenders party hereto, and
Banc of America Securities LLC, as Sole Lead Arranger and Sole Book Manager.
(Included as Exhibit 10.2 to the Registrant's Report on Form 8-K filed August 29,
2005 and incorporated herein by reference.)

10.9 Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe,
L.L.C., Integrated Living Communities of West Palm Beach, L.L.C., Senior
Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest Limited
Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living
Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior
Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay Limited
Partnership, Greenwich Bay, L.L.C., Senior Lifestyle North Bay Limited
Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay Manor,
L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P.,
collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated December
19, 2003. (Included as Exhibit 10.62 to Pre-Effective Amendment No. Two to the
Registrant's Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)

10.10  First Amendment to Purchase and Sale Agreement by and among Riverchase
Assisted Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management -
Carrington Pointe, L.L.C., Integrated Living Communities of West Palm Beach,
L.1L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest
Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated
Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C.,
Senior Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay -
Limited Partnership, Greenwich Bay, L.L.C., Senior Lifestylé North Bay Limited
Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay Manor,
L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P.,
collectively, as.Sellers, and CNL Retirement Corp., as Purchaser dated December
30, 2003. (Included as Exhibit 10.63 to Pre-Effective Amendment No. Two to the
Registrant's Registration Statement on Form S-11 fi Ied March 23, 2004 and

. incorporated herein by reference.)

10.11  Second Amendment to Purchase and Sale Agreement by and among Riverchase
Assisted Living, Ltd,, Senior Lifestyle Heritage, L.L.C., Integrated Management -
Carrington Pointe, L L.C., Integrated Living Communities of West Palm Beach,
L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest
Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated
Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C,,
Senior Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay
Limited Partnership, Greenwich Bay, L.L.C., Senior Lifestyle North Bay Limited
Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay Manor,
L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P.,
collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated December
31, 2003. (Included as Exhibit 10.64 to Pre-Effective Amendment No. Two to the
Registrant's Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)
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10.12

10.13

10.14

10.15

Third Amendment to Purchase and Sale Agreement by and among Riverchase
Assisted Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management -
Carrington Pointe, L.L.C., Integrated Living Communities of West Palm Beach,
L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest
Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated
Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C.,
Senior Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay
Limited Partnership, Greenwich Bay, L.L.C., Senior Lifestyle North Bay Limited
Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay Manor,
LL.C., West Bay/ Manor, L:L.C. and Integrated Living Communities of Dallas, L.P.,
collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated January 3,
2004.. (Included as Exhibit 10.65 to "Pre-Effective Amendment No. Two to the
Registrant’s Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)

Fourth Amendment to Purchase and Sale Agreement by and among Riverchase
Assisted Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management -
Carrington Pointe, L.L.C., Integrated Living Communities of West Palm Beach,
L.L.C, Senior Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest
Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated
Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C.,
Senior Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay
Limited Partnership, Greenwich Bay, L.L.C., Senior Lifestyle North Bay Limited
Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay Manor,
L.1L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P.,
collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated January 16,
2004. (Included as Exhibit 10.66 to Pre-Effective Amendment No. Two to the
Registrant's Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)

Fifth Amendment to Purchase and Sale Agreement by and among Riverchase
Assisted Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management -
Carrington Pointe, L.L.C., Integrated Living Communities of West Palm Beach,
L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest
Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated
Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C.,
Senior Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay
Limited Partnership, Greenwich Bay, L.L.C., Senior Lifestyle North Bay Limited
Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay Manor,
L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P.,
collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated January 20,
2004. (Included as Exhibit 10.67 to Pre-Effective Amendment No. Two to the
Registrant’s Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)

Sixth Amendment to Purchase and Sale Agreement by and among Riverchase
Assisted Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management -
Carrington Pomte, L.L.C., Integrated Living Communities of West Palm Beach,
L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest
Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated
Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C.,
Senior Lifestyle Fast Bay Limited Partnership, Senior Lifestyle Emerald Bay |
Limited Partnership, Greenwich Bay, L.L.C., Senior Lifestyle North Bay Limited
Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay Manor,
L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dailas, LP.,
collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated February 2,
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10.16 -

10.17

10.18

10.19

10.20

10.21

10.22

2004, (Included as Exhibit 10.68 to Pre-Effective Amendment No. Two to the
Registrant's Registration Statement on Form S-11 filed March 23, 2004 and

" incorporated herein by reference.)

Seventh Amendment to Purchase and Sale Agreement by and among Riverchase
Assisted Living, Ltd., Senior Lifestyle Heritage, L.L.C., Integrated Management -
Carrington Pointe, L.L.C., Integrated Living Communities of West Palm Beach,
L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest
Limited Partnership, Senior Lifestyle. Prosperity Limited Partnership, Integrated
Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C.,
Senior Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay

.Limited Partnership, Greenwich Bay, L.L.C., Senior Lifestyle North Bay Limited

Partnership, Senior Lifestyle Sakonnet Bay Limited Partnership, South Bay Manor,
L.L.C., West Bay Manor; LL.C.and Integrated Living Communities of Dallas, L.P.,
collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated February 6,
2004. (Included as Exhibit 10.69 to Pre-Effective Amendment No. Two to the
Regzstrants Regzstratzon Statement on Form S—J I filed March 23, 2004 and
zncorporated herein by reference.)

Purchase and Sale Agreement by and between Niles L1festyle Limited Partnership,
as Seller, and CNL Retirement Corp., as Purchaser dated December 19, 2003.
(Included as Exhibit 10.70 to Pre-Effective Amendment No. Two to the Registrant's
Registration Statement on Form S-11 filed March 23, 2004 and incorporated herein
by reference.)

First Amendment to Purchase and Sale Agreement by and between Niles Lifestyle
Limited Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated
December 31, 2003. ' (Included as Exhibit 10.71 to Pre-Effective Amendment No.
Two to the Registrant's Registration Statement.on Form S-11 filed March 23, 2004
and incorporated herein by reference.)

Second'Amendment to Purchase and Sale Agreement by and between Niles Lifestyle
Limited Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated
January 5, 2004. (Included as Exhibit 10.72 to Pre-Effective Amendment No. Two to
the Registrant's Registration Statement on Form S-11 filed March 23, 2004 and
mcorporated herein by reference.)

Third Amendment to Purchase and Sale Agreement by and between Niles Lifestyle
Limited Partnership‘, as Seller, and CNL. Retirement Corp., as Purchaser dated
January 20; 2004. (Included as Exhibit 10.73 to Pre-Effective Amendment No. Two

. to the Registrant's Registration Statement on Form S-11 filed March 23, 2004 and

incorporated herein by reference.)

Fourth Amendment to Purchase and Sale Agreement by and between Niles Lifestyle
Limited - Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated
February 6, 2004. (Included as Exhibit 10.74 to Pre-Effective Amendment No. Two
to the Registrant’s Registration Statement on Form S-11 filed March 23, 2004 and
incorporated herein by reference.)

Purchase and Sale Agreement by and between CNL Retirement Properties, Inc., as
Purchaser, Medical Office Properties, Inc., as parent of the Sellers, and the Property
Owners of the Medical Office Properties, Inc. Medical Office Building Portfolio,
individually, a Seller, and collectively, as Sellers, dated March 4, 2004. (Included as
Exhibit 10.75 to Post-Effective Amendment No .One to the Registrant's Registration
Statement on Form S-11 filed June 14, 2004 and incorporated herein by reference.)
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Subsidiaries of the Registrant. (Included as Exhibit 21 to the Registrant's Report on
Form 10-K filed March 24, 2006 and incorporated herein by reference.)

Consent of PricewaterhouseCoopers LLP, Independent Registered Certified Public
Accounting Firm, dated March 24, 2006. (Included as Exhibit 23.1 to the
Registrant’s Report on Form 10-K filed March 24, 2006 and incorporated herein by
reference.) o

Certification of the Chief Executive Officer, Pursuant to 18 U.S.C. Section 1350 as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (Filed
herewith.)
Certification of the Chief Financial Officer, Pursuant to 18 U.S.C. Section 1350 as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (Filed
herewith.)
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended,
the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on
the 28th day of April 2006. .

CNL RETIREMENT PROPERTIES, INC.

o it

Stuart J. Beebe .
Chief Executive Officer and
President .
(Principal Executive Officer)

At
 futs,

Clark Hettinga
Chief Financial Officer :
(Principal Financial and Accounting Officer)




Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title ‘ Date
Chairman of the Board April 28, 2006
James M. Seneff, Jr.
MM Vice Chairman of the Board and April 28, 2006

Robert A. Bourne - Treasurer

% - . Independent Director April 28, 2006

David W. Dunbar

Independent Director April 28, 2006

James W. Duncan, Jr.

M 4'; ! !‘ Independent Director April 28, 2006

Edward A. Moses

' 5 - Chief Executive Officer and President April 28, 2006

Stuart J. Beebe (Principal Executive Officer)

Chief Financial Officer April 28,2006
Clark Hettinga . (Principal Financial and Accounting
Officer) :
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Articles of Amendment and Restatement of CNL Retirement Properties, Inc. dated July 28, 2003.
(Included as Exhibit 3.8 to the Registrant's Registration Statement on Form S-11 (Registration No.
333-107486) filed July 30, 2003 and incorporated herein by reference.)

CNL Health Care Properties, Inc. Bylaws. (Included as Exhibit 3.2 to the Registrant’s 1998 Report on
Form 10-K fi led March 5, 1999 and incorporated herein by reference.)

Amendment No. 1 to the Bylaws of CNL Health Care Properties, Inc. (Included as Exhibit 3.6 to Pre-
Effective Amendment No. One to the Registrant's Registration Statement on Form S-11 (Registration
No. 333-37480) filed August 31, 2000 and incorporated herein by reference.)

Amendment No. 2 to the Bylaws of CNL Retirement Properties, Inc. (Included as Exhibit 3.7 to Post-
Effective Amendment No. One to the Registrant’s Registration Statement on Form S-11 (Registration
No. 333-100347) filed June 25, 2003 and incorporated herein by reference.)

Articles of Amendment of CNL Retirement Properties, Inc. dated July 19, 2004. (Included as Exhibit
3.5 to the Registrant's June 30, 2004 Report on Form 10-Q fi led on August 6, 2004 and incorporated
herein by reference.)

Amendment No. 3 to the Bylaws of CNL Retirement Properties, Inc. (Included as Exhibit 3.1 to the
Registrant's Form 8-K filed April 22, 2005 and incorporated herein by reference.)

" Amendment No. 4 to the Bylaws of CNL Retirement Properties, Inc. (Included as Exhibit 3.7 to the

Registrant's Report on Form 10-K filed March 24, 2006 and incorporated herein by reference.)

Form of Reinvestment Plan (Included as Exhibit 4.7 to Post-Effective Amendment No. Nine to the
Registrant's Registration Statement on Form S-11 (Registration No. 333-107486), and incorporated
herein by reference.) »

Advisory Agreement, dated as of May 3, 2004, between CNL Retirement Properties, Inc. and CNL
Retirement Corp. (Included as Exhibit 10.2 to Post-Effective Amendment No. One to the Registrant's
Registration Statement on Form S-11 filed June 14, 2004 and incorporated herein by reference.)

Renewal Agreement dated as of May 2, 2005, between CNL Retirement Properties, Inc. and CNL
Retirement Corp. (Included as Exhibit 10.2 to the Registrant's Form 8-K filed May 6, 2005 and
incorporated herein by reference.)

First Amendment to Renewal Agreement dated as of July 13, 2005, between CNL Retirement Properties,
Inc. and CNL Retirement Corp. (Included as Exhibit 10.3 to the Registrant's Report on Form 8-K fi led
July 15, 2005 and mcorporated herein by reference.)

Indemnification Agreement between CNL Health Care Properties, Inc. and Thomas J. Hutchison III
dated February 29, 2000. Each of the following directors and/or officers has signed a substantially
similar agreement as follows: James M. Seneff, Jr., Robert A. Bourne, David W. Dunbar, Timothy S.
Smick, Edward A. Moses, Jeanne A. Wall, and Lynn E. Rose dated September 15, 1998, Phillip M.
Anderson, Jr. dated February 19, 1999, James W. Duncan dated February 22, 2002, Stuart J. Beebe
dated July 15, 2002 and Marcel Verbaas dated April 19, 2004. (Included as Exhibit 10.2 to the
Registrant's March 31, 2000 Report on Form 10-Q filed May 3, 2000 and incorporated herein by
reference.)

Indemnification Agreement between CNL Retirement Properties, Inc. and Clark Hettinga effective as
of December 31, 2004. Lynn Gutierrez has signed a substantially similar agreement effective as of
May 13, 2005. (Included as Exhibit 10.11 to Post-Effective Amendment No. Five to the Registrant's
Registration Statement on Form S-11 filed June 14, 2005 and incorporated herein by reference.)
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Agreement of Limited Partnership of CNL Health Care Partners, LP. (Included as Exhibit 10.10 to
Post-Effective Amendment No. Two to the Registrant's Registration Statement on Form S-11 filed
March 23, 2000 and incorporated herein by reference.)

Credit Agreement between CNL Retirement Partners, LP as Borrower, CNL Retirement GP Corp.,
CNL Retirement LP Corp. and CNL Retirement Properties, Inc.,-as Guarantors, Bank of America, NA,
as Administrative Agent and Bank of America Securities, LLC as Sole Lead Arranger and Book
Manager dated March 17, 2003. (Included as Exhibit 10.47 to the Registrant’s March 31, 2003 Report
on Form 10-Q filed May 15, 2003 and incorporated herein by reference.)

Amended and Restated Credit Agreement dated as of August 23, 2005 among CNL Retirement
Partners, LP, as Borrower, CNL Retirement GP Corp., CNL Retirement LP Corp., CNL Retirement
Properties, Inc. and each of the other Guarantors, Bank of America, N.A., as Administrative Agent,
Swing Line Lender and L/C Issuer, JPMorgan Chase Bank, N.A. and General Electric Capital
Corporation as Co-Syndication Agents, Wachovia Bank, National Association and Key Bank National

‘Association, as Co- Documentation Agents and the other lenders party hereto, and Banc of America

Securities LLC, as Sole Lead Arranger and Sole Book Manager. (Included as Exhibit 10.2 to the
Registrant's Report on Form 8-K filed August 29, 2005 and incorporated herein by reference.)

Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd., Senior Lifestyle
Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated Living Communities
of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership, Senior Lifestyle Pinecrest
Limited Partnership, Senior Lifestyle Prosperity Limited Partnership, Integrated Living Communities

- of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior Lifestyle East Bay Limited

Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich Bay, L.L.C., Senior
Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited Partaership, South
Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities of Dallas, L.P.,
collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated December 19, 2003. (Included
as Exhibit 10.62 to Pre-Effective Amendment No. Two to the Registrant's Registration Statement on
Form S-11 filed March 23, 2004 and incorporated herein by reference.)

First Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated
Living Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership,
Senior Lifestyle Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership,
Integrated Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior
Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich
Bay, L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited
Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L..C. and Integrated Living Communities
of Dallas, L.P., collectively, as Sellers, and CNL Retirement.Corp., as Purchaser dated December 30,
2003. (Included as Exhibit 10.63 to Pre-Effective Amendment No. Two to the Registrant's Registration
Statement on Form S-11 filed March 23, 2004 and incorporated herein by reference.)

Second Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated
Living Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership,
Senior Lifestyle Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership,
Integrated Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior
Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich
Bay, L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited
Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities
of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated December 31,
2003. (Included as Exhibit 10.64 to Pre-Effective Amendment No. Two to the Registrant's Registration
Statement on Form S-11 filed March 23, 2004 and incorporated herein by reference.)
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Third Amendment to Purchase and Sale Agfeement by and among Riverchase Assisted Living, Ltd.,

- Senior Lifestyle Heritage, L.L.C., Integrated Managerent - Carrington Pointe, L.L.C., Integrated

Living Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership,
Senior Lifestyle Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership,
Integrated Living Communitigs of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior
Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich
Bay, L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited
Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities
of Dallas, L.P., collectively, as, Sellers, and CNL Retirement Corp., as Purchaser dated January 5,
2004. (Included as Exhibit 10.65 to Pre-Effective Amendment No. Two to the Registrant's Registration
Statement on Form 5-11 filed March 23, 2004 and incorporated herein by reference.)

Fourth Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated
Living Communities of West Palm Beach, L.L.C., Senior Lifestyle Newport Limited Partnership,
Senior Lifestyle Pinecrest Limited Partnership, Semior Lifestyle ‘Prosperity Limited Partnership,
Integrated Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior
Lifestyle East'Bay Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich
Bay, L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited
Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities
of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated January 16,
2004. (Included as Exhibit 10.66 to Pre-Effective Amendment No.- Two to the Registrant's Registration
Statement on Form S-11 filed March 23, 2004 and incorporated herein by reference.)

Fifth Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated
Living Communities of West Palm Beach, LLL.C., Senior Lifestyle Newport Limited Partnership,
Senior Lifestyle Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership,
Integrated Living Communities of Sarasota, L.L.C., Olympla Fields Senior Housing, L.L.C., Senior
Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich
Bay, L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited

* Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities

of Dallas, L.P,, collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated January 20,
2004. (Included as Exhibit 10.67 to Pre-Effective Amendment No. Two to the Registrant's Registration
Statement on Form S-11 filed March 23, 2004 and incorporated herein by reference.)

Sixth Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senior Lifestyle Heritage, L.L.C., Integrated Management - Carrington Pointe, L.L.C., Integrated
Living Communities of West Palm Beach, L.L.C., Sénior Lifestyle Newport Limited Partnership,
Senior Lifestyle Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership,
Integrated Living Comimunities of ‘Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior
Lifestyle East Bay Limited Partnership, Senior Lifestyle Emerald Bay Limited Partnership, Greenwich
Bay, L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited

~ Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities

of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp.; as Purchaser dated February 2,
2004. (Included as Exhibit 10.68 to Pre-Effective Amendment No. Two to the Registrant's Registration

" Statement on Form S-11 filed March 23, 2004 and incorporated herein by reference.)

Seventh Amendment to Purchase and Sale Agreement by and among Riverchase Assisted Living, Ltd.,
Senior Lifestyle Heritage, L.L.C., Tntegrated Management - .Carrington Pointe, L.L.C., Integrated
Living Communities of West Palm Beach, L.L.C., Seénior Lifestyle Newport Limited Partnership,
Senior Lifestyle Pinecrest Limited Partnership, Senior Lifestyle Prosperity Limited Partnership,
Integrated Living Communities of Sarasota, L.L.C., Olympia Fields Senior Housing, L.L.C., Senior
Lifestyle East Bay Limited Partnership; Senior Lifestyle Emerald Bay Limited Partnership, Greenwich
Bay, L.L.C., Senior Lifestyle North Bay Limited Partnership, Senior Lifestyle Sakonnet Bay Limited
Partnership, South Bay Manor, L.L.C., West Bay Manor, L.L.C. and Integrated Living Communities
of Dallas, L.P., collectively, as Sellers, and CNL Retirement Corp., as Purchaser dated February 6,
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2004. (Included as Exhibit 10.69 to Pre-Effective Amendment No. Two to the Registrant's Registration
Statement on Form S-11 filed March 23, 2004 and incorporated herein by reference.)

Purchase and Sale Agreement by and between Niles Lifestyle Limited Partnership, as Seller, and CNL
Retirement Corp., as Purchaser dated December 19, 2003. (Included as Exhibit 10.70 to Pre-Effective

" Amendment No, Two to the Registrant's Regzstratzon Statement on Form S-11 filed March 23, 2004

and incorporated herein by reference.) .

First Amendment to Purchase and Sale Agreement by and between Niles Lifestyle  Limited
Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated December 31, 2003. (Included
as Exhibit 10.71 to Pre-Effective Amendment No. Two to the Registrant's Registration Statement on
Form S8-11 filed March 23, 2004 and incorporated herein by reference.)

Second Amendment to Purchase and Sale Agreement by and between Niles Lifestyle Limited
Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated January 5, 2004. (Inciuded as
Exhibit 10.72 to Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form
S-11 filed March 23, 2004 and incorporated herein by reference.)

Third Amendment to Purchase and Sale Agreement by and between Niles Lifestyle: Limited
Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated January 20, 2004. (Included as
Exhibit 10.73 to Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form
S-11 filed March 23, 2004 and incorporated herein by reference.) :

Fourth Amendment to Purchase and Sale Agreement by and between Niles Lifestyle Limited
Partnership, as Seller, and CNL Retirement Corp., as Purchaser dated February 6, 2004. (Included as
Exhibit 10.74 to Pre-Effective Amendment No. Two to the Registrant's Registration Statement on Form
S-11 filed March 23, 2004 and incorporated herein by reference.)

Purchase and Sale Agreement by and between CNL Retirement Properties, Inc., as Purchaser, Medical
Office Properties, Inc., as parent of the Sellers, and the Property Owners of the Medical Office
Properties, Inc. Medical Office Building Portfolio, individually, a Seller, and collectively, as Sellers,
dated March 4, 2004. (Included as Exhibit 10.75 to Post-Effective Amendment No .One to the
Registrant's Registration Statement on Form S-11 filed June 14, 2004 and incorporated herein by
reference.)

Subsidiaries of the Registrant. - (Included as Exhibit 21 to the Regzstrants Report on F orm 10-K filed

- March 24, 2006 and lncorporated herein by reference.)

Consent of PricewaterhouseCoopers LLP, Independent Re‘gistered Certified Public Accounting Firm,
dated March 24, 2006. (Included as Exhibit 23.1 to the Registrant's Report on Form 10-K filed March
24, 2006 and incorporated herein by reference.)

Certification of the Chief Executive Officer, Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant

" to Section 302 of the Sarbanes-Oxley Act of 2002, (Filed herewith,)

Certification of the Chief Financial Officer, Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)




L, Stuart J. Beebe, certify that:

1.

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350 AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

EXHIBIT 31.1

I have reviewed this annual report on Form 10-K, as amended, of CNL Retirement Properties, Inc. (the
"Registrant");

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to

. state a material fact necessary to make the statements made, in light of the circumstances under which

such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the Registrant as of, and for, the periods presented in this report;

The Registrant's other certifying officer and I are responsiBIe'for establishing and maintaining
disclosure controls and procedures (as defined in the Exchange Act Rules 13a-15(e) and 15d-15(¢))
and internal control over financial reporting (as defined in the Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the Registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the Registrant's internal control over financial reporting that
occurred during the Registrant's fourth fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the Registrant's internal control over financial reporting; and

The Registrant's other certifying officer and 1 have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the Reglstrants auditors and the audit committee of the
Registrant's Board of Directors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting -which are reasonably likely to adversely affect the Registrant's ability to
record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the Registrant's internal control over financial reporting.

Date: April 28, 2006 | By:é 9

Stuart J. Beebe
Chief Executive Officer and President
(Principal Executive Officer)



CERTIFICATION OF CHIEF FINANCIAL OFFICER

PURSUANT TO.18 U.S.C. SECTION 1350 AS‘ADQPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

EXHIBIT 31.2
I, Clark Hettinga, certify that:
1. I have reviewed this annual report on Form 10-K, as amended, of CNL Retirement Properties, Inc. (the
"Registrant");
2. Based on my knowledge, this report does.not contain any untrue statement of a material fact or omit to

state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the Registrant as of, and for, the periods presented in this report;

4. The Registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in the Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in the Exchange Act Rules 13a-15(f) and 15d-
15()) for the Registrant and have: :

a) designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control- over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles; -

c) evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
_the end of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the Registrant's internal control over financial reporting that
occurred during the Registrant's fourth fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the Registrant's internal control over financial reporting; and

5. The Registrant's other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the Registrant's auditors and the audit committee of the
Registrant's Board of Directors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the Registrant's ability to
record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a .
significant role in the Registrant's internal control over financial reporting.

Date: April 28, 2006 By: v~ f

Clark Hettinga
Chief Financial Officer
(Principal Financial and Accounting Officer)
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